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SAINT FRANCIS 114 Woodland Street

Hartford, Connecticut

Hospital and Medical Center 06105-1299
Steven H. Rosenberg 860 714-4812
Senior Vice President and Fax 860 714-8058

Chief Financial Officer

June 1, 2006

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention CMS-1488-P

P.0O. Box 8011

Baltimore, MD 21244-1850

Re: CMS-1488-P; Medicare Program; Proposed Changes to Hospital Inpatient
Prospective Payment System and Fiscal Year 2007 Rates

Dear Sir or Madam:

Saint Francis Hospital and Medical Center welcomes this opportunity to comment on the
Centers for Medicare & Medicaid Services’ (CMS or the Agency) proposed rule entitled
“Medicare Program; Proposed Changes to the Hospital Inpatient Prospective Payment Systems
and Fiscal Year 2007 Rates.” 71 Fed. Reg. 23996 (April 25, 2006). The CMS proposed rule
sets forth numerous operational and policy changes to the hospital inpatient prospective
payment system (IPPS). The comments provided herein explain our concern over a number of
the proposed operational and policy changes and the detrimental impact on Saint Francis
Hospital and Medical Center.

A. Comment Summary

¢ Saint Francis Hospital and Medical Center opposes the proposed (HSRVcc) hospital-
specific relative value cost center weighting methodology to adjust DRG relative
weights.

¢ Saint Francis Hospital and Medical Center strongly urges the Agency to rescind the
purported “clarification” in the proposed rule that excludes medical resident time
spent in didactic activities in the calculation of Medicare direct graduate medical
education (DGME) and indirect medical education (IME) payments.

B. Comment Detail

Hospital-specific weighting methodology for DRG relative weights (HSRVcc)

CMS is proposing to use hospital-specific relative values for 10 cost centers to compute DRG
relative weights. Saint Francis Hospital and Medical Center does not support this change and

requests that CMS further review the HSRV methodology being used to develop DRG relative
weights.

A member of
Saint Francis Care




The standard lines on the Medicare cost report for ancillary services are limited and
hospitals and/or intermediaries have created subscripted lines for ancillary services in
order to ensure proper cost finding. The hospital is concerned that the HSRV
methodology relies on CMS mapping definition of hospital charges (UB 92 revenue
codes) to hospital cost center costs. The HSRV methodology assumes that the charges
from UB-92 revenue code 480 (Cardiology) are mapped on the cost report to line 53
(EKG) or line 54 (EEG), but for our hospital the costs for Cardiology have been included
on subscripted line 59.01. The same situation occurs for Radiology, where CT Scan
(revenue code 350) and MRI (revenue code 610) are assumed by CMS to be mapped to
Radiology, but the costs for these services are on subscripted lines 59.02 CT Scan and
59.03 MRI.

Given the magnitude of this proposed change and the concern that we have stated
above, we believe that the proposed DRG relative weights under HSRV methodology
should not be implemented for FY 2007.

Resident Time in Patient-Related Activities

The proposed rule cites journal clubs, classroom lectures, and seminars as examples of
didactic activities that must be excluded when determining the full-time equivalent
resident counts for all IME payments (regardless of setting), and for DGME payments
when the activities occur in a non hospital setting, such as a physician's office or
affiliated medical school. The stated rationale for the exclusion of this time is that the
time is not “related to patient care”.

The learning model used in graduate medical education (GME) is delivery of care to
patients under the supervision of a fully-trained physician. The activities cited in the
purported clarification are an integral component of the patient care activities engaged in
by residents during their residency programs. Everything that a resident physician
learns as part of an approved residency training program is built upon the delivery of
patient care and the resident physician’s educational development into an autonomous
practitioner.

To reiterate, we urge CMS to rescind its clarification in the proposed rule relating to the
counting of didactic time for purposes of DGME and IME payments and recognize the
integral nature of these activities to the patient care experiences of residents during their
residency programs.

Sincerely,

M

Steven H. Rosénberg
Senior Vice President a

Chief Financial Officer
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Clarion Hospital

June 6, 2006

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Re: CMS-1488-P
April 25, 2006, IPPS Proposed Rule
Submission of Comments

Dear Sir or Madam:

We appreciate this opportunity to comment on the inpatient PPS fiscal 2007 proposed rule
published in the April 25, 2006, Federal Register. We are a rural hospital located in Clarion,
Pennsylvania. Our provider number is 39-0093. Our comments are as follows:

Hospital Redesignations and Reclassifications

CMS publishes a list of hospitals qualifying for geographic reclassification for fiscal year 2007 in
Table 9A. Several Pennsylvania hospitals appear to have inadvertently been left off this list and
incorrectly included as on table 9C as rural Pennsylvania hospitals reclassified to rural
Pennsylvania.

We received a reclassification for wage index only to the Pittsburgh, PA MSA for the Federal
fiscal years 2005 to 2007 from MGCRB case no. 05C 0231. In the August 12, 2005 Federal
Register, we were correctly listed with the wage index as a hospital reclassified to the Pittsburgh,
PA CBSA (38300). We should have one more year left on our three-year reclassification.

We have been incorrectly included in Table 9C as a hospital that has elected to be treated as a
rural hospital under Section 1886(D)(8)(E) of the Act. Table 9C shows us as being redesignated
from rural Pennsylvania to rural Pennsylvania, which is obviously in error. Please delete our
hospital from table 9C and include us on table 9A as a rural Pennsylvania hospital reclassified to
the Pittsburgh, PA CBSA for wage index.

Vincent Lamorella
Chief Financial Officer

One Hospital Drive ¢ Clarion, PA 16214 » Phone: (814) 226-9500
www.clarionbospital.org
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Sponsored by the Benedictine

a. vera n I a and Presentation Sisters
St. Luke's 305 South State Street

Aberdeen, SD 57401
(605) 622-5000

www.averastlukes.org

June 9, 2006

Centers for Medicare and Medicaid Services
U.S. Department of Health and Human Services
Attention: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

RE: Medicare Program: Proposed Changes to the Hospital Inpatient Prospective
Systems and Fiscal Year 2007 Rates; Fed. Reg. 23,996 et seq. (Apr. 25, 2006);
CMS-1488-P

Dear Sir or Madam:

The purpose of this letter is to provide comments related to the above proposed changes.
My comments will focus on those related to SCH/MDH Changes in Qualification
Status.

Avera St. Luke’s (ASL) is a Sole Community Hospital and a Rural Referral Center
located in Northeastern South Dakota. We serve a primary and secondary service area of
100,000 plus. Our facility provides comprehensive acute health care services to this area
and is the largest hospital within a 180 mile radius. We have many specialties that would
be found in larger urban areas and tertiary hospitals.

From a demographic standpoint, we are surrounded by many Critical Access Hospitals
(CAH) and have one specialty hospital located in Aberdeen. With respect to the CAH
facilities, the closest facilities would be 40 miles to the south, 50 miles to the east, 60
miles west and 70-80 miles to the northwest. As you are aware, most CAH lack full-time
emergency room services, obstetrics, intensive care, surgical services, and various
technological services. The closest acute care hospitals (non-specialty hospitals) are 100
miles from Aberdeen.

As the above paragraph describes, there is no like acute hospital within miles of our
facility except the specialty hospital that falls into the category of acute since it is a
licensed hospital. We are truly a SCH that provides the single access for many services
due to our geographic isolation and give the other CAH facilities the healthcare
infrastructure that is critical to their communities.

Our concerns with the proposed regulations and reporting requirement and penalties are
problematic for a number of reasons. These need to be clarified and revised to be
consistent with the intended purpose of the SCH program.



We suggest the following:

CMS and its fiscal intermediaries should maintain hospital status, patient
admissions and patient day data and periodically evaluate this data for SCH
eligibility due to:

e Hospitals, even though they are aware of the market place, are not in the best
position to monitor compliance. They may not know if a CAH converts back to
an acute facility.

e Obtaining the information necessary to calculate the various numeric values to
qualify is sometimes hard to obtain by a hospital and requires many facilities to
obtain this data from the intermediary through the Freedom of Information Act.
This means cost reports are not available until at least five months after a year
end. This also means there is no way to prospectively calculate certain data and
everything is on a retrospective basis.

e For those that use the 8 percent threshold to identify “Like Hospitals” the data is
simply not available on a timely basis.

e It is not reasonable for a hospital to monitor and know all the other factors
associated with SCH designation at a given time. These include road closures,
weather conditions, etc.

CMS needs to expand the 30 day timetable for canceling SCH status when a hospital
self-reports. We would suggest at least 12 months.

Retroactive penalties should only apply when a hospital had actual knowledge that
it no longer qualified for the reasons noted above plus a hospital’s inability to know
everything it its region that relates to how it qualifies or does not qualify.

CMS should re-evaluate the definition of “Like Hospital” due to:

e The current 8 percent threshold was arbitrarily decided and not based on any
empirical study or evidence.

e Specialty hospitals are a threat to SCHs due to siphoning off patients with payer
mixes that produce very high margins (30-50%), increasing expenses at the SCH
since there are fewer patients to cover the overhead of a full service hospital.

e Specialty hospitals in many cases do not provide a community the full scope of
services. They will minimize costs by not including a full-time lab, full-time
radiology, 24 hours in-house physician coverage in the ER, obstetrical services,
medical services, respiratory therapy, complete array of technology, community
services, etc.

e Their ability to provide emergency care to their inpatients is very limited and
procedures involve calling the ambulance or 911 in the case of an emergency to
transfer the patient to a “True” acute hospital.




¢ Patient days in an acute facility continue to decrease due to technology and
outpatient services. Patient days at a specialty hospital may increase due to
talking more patients out of the market that do not require a high level of care or
that are more profitable in the for-profit setting. In the end, with the 8 percent
test, it becomes much harder to meet since the 8 percent is over a lesser number
for the acute hospital. This again shows how problematic the 8 percent is given
no concrete data or analysis was used to determine what should be used.

e In arural market such as ours, the population is not growing but rather decreasing.
This results in fewer inpatients, therefore, less days. While a specialty hospital is
seeing a small subset of the population, they continue to see the same patient days
or they bring additional procedures with high profitability at the expense of the
acute hospital, increase their days and the full service acute hospital then sees the
patient day margin (8%) becoming an issue.

e MEDPAC and CMS have both realized there is a disparity on how an acute
hospital is paid compared to a specialty hospital and have proposed changes in
DRGs to somewhat compensate for this. We support this change and would add
that by making this change, CMS is agreeing that specialty hospitals are different
than acute hospitals. This alone should result in CMS examining the definition of
a “Like Hospital.”

e Some specialty hospitals consider themselves as a “Surgical Center” since it is
used in their name. This can easily be interpreted to mean they consider
themselves not to be an acute hospital.

Please call me at 605-622-5272 if you have any questions about these comments.

Sincerely,

197244

-

Geoff Durst
Vice President of Finance.
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Phystetatss

Department of Orthopaedic Surgery

JOSEPH J. THODER, JR., M.D.
Chairperson

The John W. Lachman Professor

Hand and Upper Extremity Surgery
General Orthopaedic Surgery

Trauma

PHILIP D. ALBURGER, M.D.
Pediatric Orthopaedic Surgery
Sports Medicine

E. BALASUBRAMANIAN, M.D.
Joint Reconstruction
General Orthopaedic Surgery

WILLIAM G. DELONG, JR., M.D.

Trauma

Sports Medicine

Joint Reconstruction

General Orthopaedic Surgery

KRISTINE L.Z. FORTUNA, M.D.
Pediatric Orthopaedic Surgery
General Orthopaedic Surgery

JOHN D. KELLY, IV, M.D.
Sports Medicine

Shoulder

General Orthopaedic Surgery

STANLEY P. MICHAEL, M.D.
Joint Reconstruction

Sports Medicine

Shoulder

General Orthopaedic Surgery

PEKKA A. MOOAR, M.D.
Joint Reconstruction

Sports Medicine

General Orthopaedic Surgery

RAY A. MOYER, M.D.
Sports Medicine
General Orthopaedic Surgery

SAQIB REHMAN, M.D.
Trauma
General Orthopaedic Surgery

EDWARD J. RESNICK, M.D.
General Orthopaedics

GENE W. SHAFFER, M.D.
Foot and Ankle Reconstruction
General Orthopaedic Surgery

JOSEPH S. TORG, M.D.
Sports Medicine
General Orthopaedics

BRUCE B. VANETT, M.D.
General Orthopaedic Surgery

ALBERT A. WEISS, M.D.
Hand and Upper Extremity
General Orthopaedics

F. TODD WETZEL, M.D.
Spine Surgery

May 31, 2006

Centers for Medicare and Medicaid Services
Department of Health and Human Services
ATTN: CMS-1488-P

RE: X STOP

P.O. Box 8011

Baltimore, MD 21244-1850

Dear Sir/Madam:

In my orthopedic practice, I see a significant number of patients
who present with debilitating LSS. The X Stop should be
viewed as a good treatment option for LSS patients who do not
wish to consider conventional surgery or are not medically able
to do so.

Most of the LSS patients in my practice receive epidural
steroids and physical therapy for 6 to 8 weeks. Rarely do I
prescribe NSAIDS, but I do prescribe gabapentin and
analgesics. All steroid injections are done by the pain
management clinic. Among my caseload, only 10 percent of
patients are referred to laminectomy; 90 percent would not be
candidates for surgery. In the past year, I have begun offering
the option of X Stop to non-surgical candidates. It is less
invasive than surgery and very safe.

All of the X Stop procedures are performed in the hospital
inpatient department, with the vast majority under general
anesthesia. I have found that my X Stop patients experience
significantly improved mobility and decreased analgesic usage.

In my opinion, the X Stop should be considered a viable
treatment to expand our treatment armamentarium.

Sincerely,

£ 00 95,0

F. Todd Wetzel, M.D.

3401 N. Broad Street (606-35) = Philadeiphia, PA 19140 = Phone: 215-707-2111 = Fax: 215-707-2324 = 215-707-7976




Center for the Surgical Treatment of
Movement Disorders

400 Parnassus Avenue, 8" Floor
San Francisco, CA 94143-0138
Tel: 415/750-2100

Fax: 415/750-2273

Sincerely )
\%yl\\%{ﬂ Ph}p
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University of California / 0

San Francisco

School of Medicine
Departments of Neurology & Neurological Surgery

June 8, 2006

Centers for Medicare & Medicaid Services
Department of Health & Human Services
Attention: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

RE: File Code CMS-1488-P
DRGs: Neurostimulators

To Whom it May Concern:

We write concerning the impending expiration of the New Tech Add-On Payment for the
Kinetra deep brain stimulation neurostimulator.

We are one of the nation’s most experienced centers in providing deep brain stimulation
therapy to patients with Parkinson’s disease and other neurological disorders. With the
expiration of the New Tech Add-On Payment, we are concerned that full-system Kinetra
implants will be inadequately reimbursed in their current DRGs (001 and 002). We
encourage CMS to move full-system Kinetra cases into DRG 543 in fiscal year 2007,
given the similarity in resource consumption.

Unless the therapy is moved into a clinically coherent DRG that adequately reflects the
costs associated with a full-system Kinetra implant, financial barriers will impact our
ability to provide this important and medically necessary therapy to Medicare patients
who suffer from Parkinson’s disease.

We urge thoughtful consideration of this matter.

A. Sthrr, MDZ Ph.D.

William J. Karks, Jr., M.p.

Associate Professor of Nelrology Associate Prpfessor of Neurological Surgery
Medical Director Surgi iTector

Jigk. Ostrem, M.D. Paul S. Larson, M.D.

Assistant Professor of Neurology Assistant Professor of Neurological Surgery




<5 CHRISTUS.
* SANTA ROSA
Children’s Hospital

June 9, 2006

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attn: CMS-1488-P

Mail Stop C4-26-05 — Express Mail Delivery
500 Security Boulevard

Baltimore, MD 21244-1850

Re:  Comments on Proposed Hospital IPPS Rule
Hospital-within-a-Hospital Provisions

Dear Secretary Leavitt:

CHRISTUS Santa Rosa Children’s Hospital in San Antonio, TX, appreciates the opportunity to
submit comments that address the Centers for Medicare and Medicaid Services (CMS)
proposal to modify the “grandfathering” provisions of the “hospital-within-a-hospital” rule
appearing at 42 C.F.R. § 412.22(f). As CMS states in the preamble, it “has been urged to
modify [its] policies to allow these grandfathered entities to increase in square footage and
number of beds without requiring compliance with the “separateness and control policies.”

In particular, CHRISTUS Santa Rosa Children’s Hospital is a grandfathered children’s hospital
within a hospital, and it endorses the comments submitted separately by National Association
of Children’s Hospitals (N.A.C.H.), N.A.C.H. recommends exclusion of grandfathered
children’s hospitals-within-hospitals from the prohibition on change in bed size or square
footage, which took effect October 1, 2003. As N.A.C.H. explains, this rule seriously,
adversely affects three children’s hospitals” ability to serve all children, including our own,
despite the fact that the continued application of the rule serves no Medicare policy or financial
interest and there is substantial precedent for different treatment of children’s hospitals under
Medicare inpatient prospective payment system (IPPS) policy.

In particular, I call to your attention the very substantial need in our community for
CHRISTUS Santa Rosa Children’s Hospital to be able to expand our pediatric services. Both
alternatives of compliance with the prohibition on change in beds/square footage or loss of our
status as a Medicare IPPS excluded children’s hospital would jeopardize our ability, as a major
safety net institution that also makes a major contribution to our region’s pediatric workforce,
to meet the needs of all children.

CHRISTUS Santa Rosa Children’s Hospital serves more than 90 counties in South Texas.
South Texas and all of Texas are experiencing an explosion in the child growth rate. Texas has
the fastest growing child population in the U.S. South Texas will increase in child population

333 North Santa Rosa Street | San Antonio Texas 78207.3198
Tel 210.704.2011

O




by 200,000 in the next five years. CHRISTUS Santa Rosa Children’s Hospital has a strong
academic affiliation with the University of Texas Health Science Center at San Antonio and is
a partner with the military’s Wilford Hall-Brooke Army pediatric training program. As our
patient population and our residency training programs grow we need the capability to add new
service lines and implement new technology. These rules do not provide us the needed
flexibility to meet our community’s needs and current state of the art care standard.

In conclusion, CHRISTUS Santa Rosa Children’s Hospital supports the recommendation of
N.A.C.H. and urges you to extend the precedent of exemption of children’s hospitals under the
agency’s growth prohibition on satellite facilities to growth prohibition on grandfathered
hospitals-within-hospitals.

Sincerely,

{Q)JLM 4.@0\;«%,&%.

Richard S. Wayne, M.D.
Executive Regional Vice-President and Administrator
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‘H. 2351 East 22nd Street

. . : Cleveland, Ohi
Sisters of Charity of St. Augustine Health System cveland, Ohio #3115
Tel (216) 696-5560

Fax (216) 696-2204
June 12, 2006 www.csahealthsystem.org

The Honorable Mark B. McClellan, M.D., Ph.D.
Administrator

Centers for Medicare and Medicaid Services (CMS)
REF: CMS-1488-P and P2

Room 445-G

Hubert H. Humphrey Building

200 Independence Avenue, S.W.

Washington, D.C. 20201

RE: CMS-1488-P and P2, Medicare Program; Proposed Changes to the Hospital Inpatient
Prospective Payment System (IPPS) and Fiscal Year 2007 Payment Rates; Proposed Rule.

Dear Dr. McClellan:

I write on behalf of the Sisters of Charity of St. Augustine Health System (CSA Health
System), serving the communities of Canton and Cleveland, Ohio, and Columbia, South
Carolina. We are the parent organization for five hospitals, three foundations, and several health
and social service organizations and programs.

In the main, the CSA Health System is exceptionally concerned about the long-term
impacts of these proposed changes and believes they may ultimately be very negative for us and
the larger hospital industry.

We wish to echo the concerns expressed by the Catholic Health Association and the
American Hospital Association regarding the proposed regulatory changes to the Medicare
hospital inpatient prospective payment system. The proposed rule’s methodology dramatically
affects larger, non-profit community hospitals, including teaching hospitals and those committed
to innovation and research. Based upon the proposed IPPS changes, we anticipate we will
experience a system-wide negative impact of approximately $7.5 million in lower revenue. In
particular, because of the significant affects to cardiology, our Sisters of Charity Providence
Hospitals in Columbia, South Carolina, may see revenue losses between $7.1 to $8.4 million
(severity changes where not included in these calculations).

Supporting the Catholic Health Association and American Hospital Association’s
comments, firstly, we recommend that CMS postpone until at least FY 2008 implementation of
the proposed hospital specific cost-based diagnostic related groups (DRG) relative weight

A Ministry of the Sisters of Charity of St. Augustine




determination policy. Further analysis of unintended consequences should be determined during
this extended timeframe.

Secondly, we also support the comments that encourage proposed hospital specific cost-
based DRG relative weight determination policy and the proposed severity adjustment policy be
implemented simultaneously, but no earlier than FY 2008 if it is determined that the DRG
changes should move forward. As our Catholic health care trade association noted, “This
simultaneous implementation approach should help to insure that redistribution of hospital
payments is not unduly disruptive to selected individual hospitals.” One of our hospitals within
the CSA Health System noted that the impact of these changes might be lessened if the DRG
severity changes were implemented at the same time rather than a year later. For instance, both
large and small hospitals will be reimbursed more for a pneumonia case, but the hospitals
performing more surgery and cardiac care will have offsetting reductions while the smaller
hospital will not. If the severity changes were implemented at the same time, the larger hospital
_ often treating more complex and serious cases — would receive a higher severity payment
helping to mitigate the reductions felt by the weighting changes proposed.

Thirdly, we agree that CMS should provide for at least a three-year transition period
during which hospitals are protected from major payment disruptions and redistributions.

Because of the negative impacts to community hospitals, lastly, we urge CMS to
maintain a moratorium on new specialty hospitals during this timeframe.

Following the 154-year tradition of the Sisters of Charity of St. Augustine, we work to
further the Lord’s healing ministry, in particular for those individuals in our communities who
are medically indigent. Thank you for the opportunity to comment on the proposed rule. Bless
you and thank you for your public service.

Sincerely,

4, it Qoan Ko CSH

Sr. Judith Ann Karam, CSA
President & CEO

Sisters of Charity of St. Augustine
Health System

cc: Northeast Ohio and South Carolina Congressional Delegations
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AL AB AMA June 9, 2006

H O S P I T A L

ASSOCIATION

VIA Overnight Mail

Mark McClellan, M.D., Ph.D.

Administrator

Centers for Medicare & Medicaid Services
Attention: CMS-1488-P and P2

Room 445-G, Hubert H. Humphrey Building
200 Independence Avenue, S.W.
Washington, DC 20201

Re:  CMS-1488-P and P2, Medicare Program; Proposed Changes to the Hospital
Inpatient Prospective Payment Systems and Fiscal Year 2007 Rates; Proposed
Rule.

Dear Dr. McClellan:

This letter is written on behalf of the Alabama Hospital Association’s (AlaHA) 120 member
hospitals, health care systems and other health care organizations. We appreciate this
opportunity to submit comments to the Centers for Medicare & Medicaid Services (CMS) on the
fiscal year (FY) 2007 inpatient prospective payment system (PPS) and occupational mix
adjustment proposed rule.

The rule proposes the most significant changes in the diagnosis-related group (DRG) relative
weights since 1983. The proposed rule would create a version of cost-based weights using the
newly developed hospital-specific relative values cost center methodology. It would also refine
DRGs to account for patient severity, with implementation in FY 2008. The proposed rule
would update payment rates, outlier threshold, hospital wage index, quality reporting
requirements, and payments for rural hospitals and medical education, among other policies.

While our association supports some of the proposed rule’s provisions, we also have serious
doubts about the proposed changes to the DRG weights and classifications.

Hospitals support meaningful improvements to Medicare’s inpatient PPS. There is a common
goal to refine the system to create an equal opportunity for return across DRGs, which will
provide an equal incentive to hospitals across the nation to treat all types of patients with various
conditions. More time is needed to understand the significant proposed policy changes, which
would redistribute from $1.4 to $1.7 billion within the inpatient system. The impact of the
proposed changes is highly unstable, with small changes in methodology leading to big changes

500 North Euast Blvd. « Monigomery, AL 36117 « phone: (334) 272-8781 o fax: (334) 270-9527 « web: www.alaha.org



Mark McClellan
June 9, 2006
Page 2 of 3

in hospital payment. The validity of CMS’ proposals to improve the DRG weights and
classification system is very uncertain.

Specifically, AlaHA supports the following:

1.

AlaHA commits to working with CMS to develop and evaluate alternatives for new
weights and classifications.

AlaHA believes a one-year delay in the proposed DRG changes given the serious
concerns with the HSRVce and CS-DRG methodology is appropriate. AlaHA is
committed to working with CMS to address these concerns.

Any changes should be implemented with a three-year transition period, because of the
magnitude of payment redistribution across DRGs and hospitals. Alabama could wind up
a significant net loser.

If the need for a new, more effective classification system is demonstrated and
developed, it should be implemented simultaneously with the new weighting system to
provide better predictability and smooth the two generally off-setting changes.

AlaHA does not support a new classification system at this time, as the need for a new
system is still unclear. Much more work in understanding the variation within DRGs and
the best classification system to address that variation is still needed before another
system should be selected or advanced.

AlaHA supports moving to a DRG-weighting methodology based on hospital costs rather
than charges, but CMS’ proposed method appears intrinsically flawed. This movement
from the current system to the proposed system will reduce payments to Alabama
hospitals by 1.9% or $35 million per year.

Sixty of 98 acute care hospitals will lose 3.9% of their Medicare reimbursement, or about
$47.5 million a year. Only 38 acute care hospitals will gain (2.1%) on their Medicare
reimbursement, or about $12.5 million a year.

CMS should use estimated CAH data in the FFY 2007 wage index file to compute the
National Average Hourly Wage. Otherwise, the Medicare payment to all IPPS hospitals
nationwide will be understated by approximately a half billion dollars.

CMS should make the quality data collection prospective. This could be accomplished
by requiring that hospitals that want a full market basket update pledge to submit the
relevant data for all 21 measures for patients beginning on or after July 1.

We further support the analysis submitted by the American Hospital Association and ask that
CMS carefully consider the AHA’s comments regarding the proposed rule.



Mark McClellan
June 9, 2006
Page 3 of 3

AlaHA appreciates the opportunity to submit these comments. If you have any questions about
our remarks, please feel free to contact Tom Cooper or me at (334) 272-8781.

Sincerely,

/[ ALS
J‘./M{ichael Horsle

President / CEO
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NCHA 919/677-2400
PO Box 4449 919/677-4200 fax
Cary, NC 27519-4449 www.ncha.org

Novih Cavolina Hospioral dssociarion

June 9, 2006

Mark McClellan, M.D. Ph. D.
Administrator

Centers for Medicare and Medicaid Services
200 Independence Avenue, S. W.
Washington, DC 20201

Reference: CMS-1488-P Medicare Program: Proposed Changes to the Hospital Inpatient
Prospective Payment Systems and Fiscal Year 2007 Rates

Dear Dr. McClellan:

The North Carolina Hospital Association (NCHA) represents more than 100 acute care hospitals in the
State of North Carolina. NCHA welcomes this opportunity to comment on the Centers for Medicare and
Medicaid Services (CMS) proposed inpatient payment rules displayed on April 12, 2006.

DRG Recilassifications & Cost-Based Weights

The recommendations of CMS in both the FY 2007 and FY 2008 DRG payment process continue to
ignore a large opening created by CMS to obtain and process claims without the complete medical history
of the patient. CMS continues to allow the Fiscal Intermediaries to use software built prior to the
implementation of HIPAA 837i transactions. Currently, Fiscal Intermediaries strip data from the
electronic claim in the diagnosis and procedure areas to allow only the limited fields which are available
on the paper UB-92. CMS should to require all Fiscal Intermediaries to make changes which would
include acceptance of all the ICD9 diagnosis and procedure codes reported by providers in the
development of any DRG reimbursement. The existing limitations in the CMS grouper alters the true
patient severity for both provider reimbursement and quality data.

Transparency of Health Care Information
The proposed rule includes the introduction of a proposed initiative to expand the public availability of

consumer information on health care quality and pricing.

While progress has been made regarding quality transparency, similar information on hospital pricing is
less accessible. In the proposed rule, CMS details four options for providing pricing information to
health care consumers, including:

. Publishing a list of hospital charges, either for every region of the country or selected regions of
the country;
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. Publishing the rates that Medicare actually pays to a particular hospital for every DRG, or for
selected DRGs, which could be adjusted to account for the hospital’s labor market area, teaching
hospital status and DSH status;

. Establishing conditions of participation for hospitals that relate to the posting of prices and/or the
posting of their policies regarding discounts or other assistance for uninsured patients; and

d Posting total Medicare payments for an episode of care. Under this proposal, CMS could include
the costs for an inpatient hospital stay, physician payments (including the surgeon and the
anesthesiologist), and payments for post-acute care services such as those provided in an inpatient
rehabilitation facility, skilled nursing facility or long term care hospital for a certain service (such
as hip replacement).

The public deserves meaningful information about the price of their hospital care. Hospitals are
committed to sharing information that will help the public make important decisions about their health
care. Sharing pricing information, however, is more challenging because hospital care is unique.

Hospital prices can vary based on patient needs and the services they use; prices reflect the added costs of
hospitals’ public service role — like fire houses and police stations — serving the essential health care
needs of a community 24 hours a day, seven days a week; and most hospitals cannot yet provide prices
that reflect important information from other key players like the price of physician care while in the
hospital or how much of the bill a patient’s insurance company may cover. But more can, and should, be
done to share hospital pricing information with consumers.

Providing meaningful information to consumers about the price of their hospital care is the most
significant challenge hospitals, and CMS, face in increasing transparency of hospital pricing information.
Objectives for improving pricing transparency should include:

. Presenting information in a way that is easy for consumers to understand and use;

. Making information easy for consumers to access;

. Using common definitions and language to describe pricing information for consumers;

. Explaining to consumers how and why the price of their care can vary; and

. Encouraging consumers to include price information as just one of several considerations in

making health care decisions.

Hospitals in North Carolina already support transparency. We have mandated reporting of inpatient data
to an independent agency which provides to the public our top 35 DRGs. Hospitals are willing to work in
many ways to inform the public of the cost of healthcare at each facility. However, as much as CMS is
concerned about what hospitals and physicians charge for services, consideration should be given to the
cost of supplies as well as services coming from vendors for which government provides little-to-no
controls. If Medicare continues to cap the increase to providers at CPI-Medical, then the cost which
suppliers charge for goods and supplies needs to be capped at a similar level.
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Thank you for considering NCHA’s comments to the FY 2007 proposed inpatient PPS rule. If you have
questions regarding NCHA’s comments, you may contact Amelia Bryant at (919) 677-4225.

Sincerely,
NORTH CAROLINA HOSPITAL ASSOCIATION

Millie R. Harding
Senior Vice President




. /] 0

CARDIOVASCULAR ASSOCIATES, P.C.

JOHN D. ALTMAN, M.D. Etectrophysiology BOOKKEEPING: (303) 595-2707
CLAUDIA K. BENEDICT, M.D., FA.C.C. Ablations

JOHN T. FERRELL, M.D., FA.C.C. Pacemakers & Defibrillators 4101 W. CONEJOS PL., SUITE 100
NATHAN GREEN, M.D. Interventional Cardiology DENVER, COLORADO 80204
WILLIAM H. GURDIN, M.D., FA.C.C. Non-invasive Cardiology A (300 Sob 2026
ROBERT E. HENSON Il, M.D., FA.C.C. Stress Te_stmg '

TAKESHI KATAOKA, M.D., FA.C.C. ECh"t‘?g":\'°9'aghé ' 8300 ALCOTT ST., SUITE 100
RONALD K. LAW, M.D., FA.C.C. Nt E‘\’/’;t Re:g:jir&”"a““"d WESTMINSTER, COLORADO 80031
MICHAEL J. PTASNIK, M.D., FA.C.C. Nuclear Cardiology 9 (3_03) 426-5154
JEFFREY D. RUBINSTEIN, M.D., FA.C.C. Prevention & Rehabilitation FAX: (303) 429-8011
RAJESH K. SHARMA, M.D., FA.C.C,, FS.CA.l Lipid & Risk Factor Management 4545 E. NINTH AVE.
VIJAY D. SUBBARAO, M.D., FA.C.C. Peripheral Vascular Disease SUITE 610

J. THOMAS SVINARICH, M.D., FA.C.C. Risk Factor Management DENVER, CO 80020
DONALD C. THOMPSON, M.D., FA.C.C. Non-Invasive Studies (303) 331-9121

LISA K. YAO, M.D. Interventional Treatment FAX: (303) 320-6351

MARTIN G. YUSSMAN, M.D.

June 8, 2006

Mark B. McClellan, MD, PhD
Administrator

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

P.O. Box 8010

Baltimore, MD 21244-1850

Re: Proposed Changes to the Hospital Inpatient Prospective Payment Systems
and Fiscal Year 2007 Rates
Docket Number: CMS -1488-P

Dear Dr. McClellan:

Cardiovascular Associates, P.C. (CVA) appreciates the opportunity to submit comments
related to the proposed 2007 Centers for Medicare and Medicaid Services (CMS)
Hospital Inpatient Prospective Payment System (IPPS), released on April 12, 2006 and
published in the Federal Register on April 25, 2006. Our comments are submitted on
behalf of all cardiologists in our group.

CVA is a specialty group of 17 cardiologists, interventionalists, non-interventionalists,
and electrophysiologists located in Denver, Colorado. A significant proportion of our
patients are insured by Medicare and we provide cardiovascular services at five hospitals
in the Denver metropolitan area. We have no affiliation with any specialty hospital. The
proposed changes will negatively impact our ability to provide high-quality, innovative
care and may limit access to care for Medicare beneficiaries.

We appreciate the considerable effort you and your staff members have put into the
development and improvement of the inpatient prospective payment system (IPPS) and
specifically recognize the need to continually evolve the payment system to reflect the
current landscape within the field of medical services. We further recognize the




significant complexities associated with gathering reasonably accurate cost data — data
that should serve as the foundation of payment systems such as the proposed IPPS.

Origins of the Proposal

CMS is proposing to make the most significant changes to the hospital inpatient payment
system since the late 1980s. The proposed changes appear to have their roots in the
Medicare Payment Advisory Commission’s (MedPAC) 2005 Report to Congress on
Medicare payments for a certain subset of “specialty” hospitals. The MedPAC report
raised concerns that the specialty hospitals were selecting the most profitable cases in
their area and leaving the other acute care hospitals with less profitable services. Rather
than addressing this issue of specialty hospitals in independent fashion, MedPAC
recommended changing the payments for ALL acute care hospitals to reduce the
incentives in the overall inpatient payment system that fueled the growth of specialty
hospital facilities.

CMS should certainly weigh the issues and concerns raised in the MedPAC report when
considering policy changes. However, the proposed changes to the inpatient payment
system are the equivalent of throwing the baby out with the bath water. Efforts to address
issues identified in the MedPAC report should begin and end with the specialty hospital
subset and should not occur in conjunction with payment systems at large for all other
hospital facilities.

Issues with the proposed IPPS

Setting aside the issues associated with specialty hospitals, ACCA notes two major areas
of concern with the proposed IPPS. First, the proposal incorporates an estimated “cost-
based” system, rather than a charge-based system for determining the payment weights
for each patient category in 2007. Second, the proposal endeavors to change the method
of identifying the variation in patients’ severity of illness that would be implemented in
2008, or potentially 2007. Each change is significant and in previous years would be
considered a major modification to the payment system. Proposing both changes in a
single regulation, with implementation in 2007, is unprecedented.

Estimated, not Actual, Costs

CMS proposes to base payments on “costs”. In many senses, this is a positive move and
is consistent with how private insurers handle costs associated with technology.
However, the primary difference between CMS’s proposed methodology and the private
insurers is the timing of cost data. Private insurers are utilizing data in real-time and are
paying actual invoice costs for technology used in the care of patients. In CMS’s
proposal, the “cost” for a particular category of patients is not an approximation of the
actual price the hospital pays for the items and services required to treat patients, rather it
is a rough approximation of costs. To calculate the cost estimates for Fiscal Year 2007
payments, CMS proposes to utilize hospital claims data from Fiscal Year 2005 and




hospital cost reports from Fiscal Year 2003. The cost reports provide the actual costs and
the actual charges for all patients (non-Medicare and Medicare patients). The use of any
data from Fiscal Year 2003 fails to account for current technology costs — namely drug-
eluting stents and bi-ventricular pacemakers/defibrillators, mainstays in the cardiac care
landscape. As such, the estimates on cost that CMS will use to put forth its rates in 2007
will necessarily be incorrect and will inadequately compensate hospitals for the care of
Medicare patients.

It is widely known that hospitals across the country do not use a uniform approach to
mark-up strategies for technology. Higher cost technologies, such as those used in the
treatment of cardiac patients, are often marked up a lower rate than lower cost items. This
leads to an inappropriate reflection of cost when attempting to apply derived averages.
The following table demonstrates this principle and points out that high-cost technology
such as defibrillators and drug-eluting stents would be unfairly accounted for in the
proposed reimbursement methodology, causing hospitals to lose substantially with these
technologies. This example also highlights why cost reports were never intended to be
utilized for the sake of developing accurate procedure specific payment rates.

Gross Impact on Cardiac Care

The impact of the CMS proposal will reduce reimbursement to cardiac services across all
hospitals by approximately 10%. Application of hospital specific values to the current
DRG system would result in an overall average decrease of approximately 6% to surgical
DRGs, while increasing medical DRGs by 6%. In addition, technology intensive DRGs
will also be significantly reduced under the CMS proposals. As a result of these changes,
the proposed DRGs for stents will be reduced 24 to 34%, ICD implants will be reduced
22 to 24% and pacemakers will be reduced 12 to 14% severely impacting these services.

These proposed reductions to cardiac services are severe and are not rooted in any type of
realistic mechanism for assessing costs to provide treatment. While it is appropriate to
pursue a better understanding of actual costs to treat cardiac patients, any such efforts
must be made with the intention of producing accurate information — the end result may
well be an alteration in the existing infrastructure for cardiac services reimbursement.
However, the existing proposal simply cannot be implemented in its current form, as the
impact for cardiac programs across the country will be grave and may potentially limit
patient access to leading edge technology (because hospitals will not be able to
adequately recover their acquisition costs). This is clearly not what CMS intends to
achieve with this proposal. As such, delaying the implementation of any changes to
cardiac services reimbursement until such time as accurate and appropriate information
regarding costs to treat and manage patients with cardiovascular diseases can be compiled
1s the only prudent approach that can be taken.

Summary

We appreciate the opportunity to provide comments on the proposed CMS IPPS changes.
We support CMS’s goal of aligning payments with the costs of providing services to




patients and we recognize the extremely complex issues involved in establishing
appropriate reimbursement for inpatient procedures. However, we strongly oppose the
use of outdated data by CMS to justify substantial payment reductions to hospitals as this
will limit our ability to deliver the high quality, innovative care that our patients deserve.

Sincerely,

[ A

Donald C. Thompson, MD, FACC
Medical Director/Managing Partner
Cardiovascular Associates, P.C.

Cc: CVA Physicians
DCT/pjs
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June 9, 2006

Via Federal Express

Honorable Mark B. McClellan, M.D., Ph.D.
Administrator

Centers for Medicare and Medicaid Services
Department of Health & Human Services
Attention: CMS-1488-P

Baltimore, MD 21244-1850

Re: Proposed Changes to the Hospital Inpatient Prospective Payment System and
Fiscal Year 2007 Rates, CMS-1488-P

Dear Dr. McClellan:

Cordis Corporation is pleased to submit comments on the Centers for Medicare and
Medicaid Services’ (CMS) proposed rule on the Medicare Hospital Inpatient Prospective
Payment System (PPS) and Fiscal Year 2007 Rates published on April 25, 2005 in the
Federal Register. Cordis Corporation is a member of the Johnson & Johnson family of
companies and a leading manufacturer of cardiovascular, endovascular,
electrophysiology and neurovascular advanced medical technologies.

Johnson & Johnson has already submitted extensive comments discussing CMS’
proposed changes with respect to the (1) methodology used to calculate the diagnosis-
related group (DRG) relative weights, (2) charge compression and (3) changes to the
DRG classification system to better account for patient severity (Johnson & Johnson
letter from K. Buto to CMS dated June 9, 2006). Therefore, Cordis’ comments will
principally focus on the impact of CMS’ proposed changes on patient access to advanced
technologies for the treatment of circulatory diseases.

A. HSRVcc Payment System
Cordis supports CMS’ proposal to improve the accuracy of the hospital inpatient
payment system, and we would like to work with CMS to achieve this goal.
However, we are concerned that the methodology CMS has chosen has a number of
serious flaws, such as using unweighted means for calculating the CCRs and a
trimming methodology that omitted charges from 238 large hospitals with high
routine care charges, thereby overestimating the CCR for routine costs and
underestimating the CCR for ancillary services. These charges were, however
included in the DRG weights. We believe that inaccuracies in the hospital cost
reports combined with CMS’ flawed methodology will, in fact, create a less equitable
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and less accurate payment system than the one currently in place. This is, in fact, a
“cost-based” system in name only and not one that reflects the true costs incurred by
hospitals. '

Recommendations
1. Correct the flawed methodology set forth in the proposed rule and request public
comment before implementing any changes to the current payment system.

2. Withdraw the proposal to use national average cost-to-charge ratios to estimate
costs and move to the use of hospital-specific CCRs as is currently being done in
the hospital outpatient prospective payment system.

3. Delay the proposal to combine a hospital-specific relative value (HSRV)
methodology with cost-based weights (HSRVcc) until further analysis is
conducted of the impact and interaction with cost-based weights.

4. Establish an expert panel to examine the hospital cost reports and to recommend
specific changes to improve the accuracy of a cost-based DRG system. The panel
should make its recommendations no later than April 2007.

5. Delay implementation of the proposed change to cost-based weights for one year,
or longer if necessary, to allow time to explore alternative methodologies and
provide stakeholders with an opportunity to study the impacts carefully.

6. Given the importance and magnitude of a change to cost-based weights and the
potential impact on hospital finances, Cordis feels that a transition period is
necessary to assure that cost-based weights are phased-in smoothly and without
any disruption to medical care. If the concerns expressed above can be resolved,
Cordis recommends a 4-year transition beginning in FY 2008. This transition
would be a stepwise progression of charge and cost-based weights with a
complete change to cost-based weights effective in FY 2011.

. Charge Compression

For several years, AdvaMed and medical device manufacturers have expressed

* concern that “charge compression” has a negative impact on CMS’ ability to establish
accurate payment rates for DRGs in which high cost, advanced medical technology is
used. The negative impact of “charge compression” is exacerbated by the proposed
change to cost-based weights.

Recommendations

1. Cordis recommends that CMS make use of the SAF file to analyze the
relationship of revenue codes 275 (pacemakers) and 278 (implantable devices) to
non-implantable supplies and equipment. Using these findings, CMS should
apply an appropriate adjustment factor to the cost center for medical — surgical
supplies (270) in the MedPAR file. In this way CMS will be able to adjust for the
lower mark-up that hospitals traditionally apply to high cost implantable devices
in contrast to lower cost supplies instead of incorrectly assuming that all medical
and surgical devices and equipment have a similar mark-up.



2. Consider a longer term and more permanent solution by creating a separate cost
center for implantable devices, thereby eliminating the need for a separate
analysis of the SAF file.

3. Issue more explicit guidelines to hospitals to standardize completion of the cost
report and thereby increase its accuracy and reliability for payment purposes.

C. Consolidated Severity- Adjusted DRGs
Cordis appreciates the value of a DRG classification system that recognizes the
increase in hospital resources needed for treating more severe patients and the goal of
adjusting DRG payments to reflect the costs incurred. Unfortunately, CMS’
proposal does not describe how they intend to factor in the adjustments and
improvements they’ve made to the DRG system over the past several years to reflect
the use of medically advanced technologies (complex procedures) or how they will be
accounted for in this new system. Cordis does not see any justification for discarding
the current system that has undergone many changes and refinements over the past 21
years. It would be better for CMS to adjust the current DRG structure to
accommodate a severity adjustment rather than change to a new system and lose the
refinements made through many years of experience.

Recommendations
1. Consolidated severity-adjusted DRGs are not ready for implementation in FY 2007.

2. Cordis supports retaining the current DRG classification system and refining it to
adjust for patient severity according to Major Disease Classifications (MDCs) or
possibly categories of DRGs, similar to the recently implemented MCV:s for
cardiovascular DRGs, in contrast to the generic list of complications and co-
morbidities (CCs) currently in use that apply to all DRGs. This refined DRG
classification system should also identify the complexity of the treatment provided.
Payment levels should reflect both patient severity and complexity.

3. Before implementation, CMS should analyze the impact of changes to the DRG
system in conjunction with any change to cost-based weights and make this
information available to stakeholders well before the proposed rule and in sufficient
time for stakeholders to study the impacts carefully.

4. Implement the change to cost-based weights and severity-adjusted DRGs
simultaneously to minimize the whipsaw effect to hospital payments that will occur if
they are implemented separately. If the above recommendations are addressed,
implementation could begin in FY 2008. The change to cost-based weights should be
phased-in over 4 years, while the change to severity-adjusted DRGs could be fully
implemented in 1 year.




D. Carotid Stenting

The current assignment of carotid stenting to DRGs 533 and 534 does not provide
adequate payment for this procedure as allowed under the National Coverage
Decision (NCD) issued in March 2005. Although length of stay and operating room
costs are lower for carotid stenting, supply and radiology charges associated with the
stent and the angiography are significantly higher, resulting in higher overall costs for
carotid stenting. Because the NCD specifies the patient population for which

Medicare will pay for carotid stenting as one of high severity at risk for surgical
endarterectomy, carotid stenting may be the only viable option for treating carotid
artery stenosis in this patient cohort. CMS suggests the cost differences will be
addressed with adoption of a consolidated severity adjustment methodology, but also
admits the proposed severity adjustment does not currently accommodate patient
complexity like that associated with carotid stenting.

Recommendations

1.

CMS should create a new pair of DRGs for carotid stenting with and without MCVs
until the adequacy of payment under the severity adjustment methodology is fully
assessed.

If a new pair of DRGs for carotid stenting is not created, CMS should assign all
carotid stent cases to DRG 533.

Hospital Quality Indicators — Value-Based Purchasing

We applaud efforts by CMS to measure and report on quality indicators. Section
5001(b) of Public Law 109-171 requires CMS to develop a plan to implement
hospital value-based purchasing beginning in FY 2009. We encourage CMS to focus
on outcome-based rather than process-based indicators of quality.

Recommendation

1.

Cardiac services such as PTCA with stenting and bypass surgery provide a potential
opportunity to move to outcome-based indicators. We encourage CMS to partner
with experts in cardiovascular services to define severity adjustments and evaluate
outcome measures for these cardiovascular procedures.




Detailed Comments

1. Hospital-Specific Relative Value Cost Center (HSRVcc) Weighting Methodology

Since 1986 CMS has used a charge-based methodology for determining DRG relative
weights and the corresponding payments to hospitals. While not perfect, this system is
able to use relatively current charge data, and it has evolved over time to improve the
accuracy of payments relative to costs and resources consumed. CMS is proposing to
change to a system using cost-based weights. However, since its introduction in 1965,
the hospital cost report has undergone very few changes. It was not designed for, and is
not compatible with, the calculation of cost-based weights. The result is a very
inaccurate estimate of the actual costs.

On at least two occasions, the Prospective Payment Advisory Commission (ProPAC)
expressed concerns about using cost-based weights to establish payment rates. In their
1988 report to Congress, ProPAC stated that the “cost report data may, in some cases,
produce imprecise DRG weights” and that the “Secretary should verify the accuracy of
cost report data and implement changes as necessary.”

These concerns were repeated in a 1993 report’ in which ProPAC states that “The cost

report’s reliability is reduced considerably when routine inpatient costs and ancillary
costs are analyzed separately” and the cost report data “are clearly not reliable or accurate

for analyzing micro-level costs.”

The change to cost-based weights proposed by CMS will almost certainly have
significant and unintended consequences to patient care and patient access to beneficial
advanced technology.

In the proposed rule, CMS uses national geometric mean CCRs for each of 10 cost
centers. These means are unweighted and therefore do not account for the varying
amount of Medicare charges each hospital contributes to total charges. As a result, very
small hospitals individually have as much impact on the mean CCRs as larger hospitals.
Mathematically, the only correct way to get from total hospital charges to total hospital
costs is to use a charge-weighted average of the hospital CCRs. Therefore, applying
these un-weighted ratios to charges does not produce an accurate estimate of the national
average cost per case.

CMS trimmed the cost center CCR calculation at 1.96 standard deviations from the
geometric mean. This systematically excluded hospitals with high markups on routine
accommodation charges from the CCR calculation. The CMS trim excluded 238 large
hospitals that together accounted for 25 percent of total routine accommodation charges.
However, the CCRs for these hospitals appear to be predominantly correct. In addition,
the charges for these hospitals are included in calculating the cost center DRG weights
despite being excluded from the calculation of the average CCR. The resultisa
significant mismatch between the CCRs and the pool of charges to which they are
applied.

! Ashby, J, “The Accuracy of Cost Measures Derived From Medicare Cost Report Data”,
Prospective Payment Assessment Commission, Intramural Report 1-93-01, March 1993.
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CMS’ proposal to use cost-based HSRVcc weights is unintentionally biased to reward
procedures with low medical device (ancillary) costs and long lengths of stay (routine
care). Of particular concern is the drastic payment reduction for drug-eluting coronary
stents in contrast to the more modest reduction for coronary bypass surgery. This is just
one example to illustrate the radlc4l disruption that may take place in the treatment of
patients with coronary artery disease, the number one killer of men and women in the US
and other western societies. |
Furthermore, the cost data used are from FY 2003 while the claims data used are from
FY 2005, creating a mismatch in timing of the data. Drug-eluting stents, an important
breakthrough in cardiology, that have reduced the need for repeat revascularization by
over 70% compared to the previous bare metal stent technology and led to a further
reduction in the need for open heart surgery, were only introduced in the latter half of
FY2003. Thus, this technology is now used in over 80% of angioplasty procedures is
markedly underrepresented in FY 2003 financial data. Any system that uses data that are
3-4 years old will likely not reflect true costs that are both current and relevant.

|

stents, CMS’ proposal may begin to reverse the trend toward less invasive therapies by
penalizing hospitals for treating patients receiving less invasive, shorter stay stent
procedures and rewarding them for choosing to perform more invasive, more costly and
longer length of stay major surgical procedures. (Figures 1-5)

\

While clinical trial outcomes data fearly demonstrate the patient benefits of drug-eluting
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As shown in Figure 1, clinical outcomes data support the trend toward an increase in
stenting versus coronary bypass sujrgery One year clinical data from the ARTS II trial
demonstrate that the CYPHER® drug-eluting stent (DES) is as effective as coronary
bypass surgery (CABG) at one year with much less trauma. In the drug-eluting stent arm
of the ARTS 11 trial, 89.5% of the patients had no major cardiovascular events (death,
stroke, myocardial infraction or repeat procedure) at the end of one year as compared to
88.5% of the patients receiving CABG. This study will continue to follow patients out to
five years. ‘

CABG Medlcane Discharges Have
Declined...

Medicare CABG Discharbes by Quarter FY 2001 - 2004
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Figure 2

Even though the incidence of corol ary artery disease has remained relatively constant,
the number of CABG procedures in the Medicare population has been steadily declining.




As Stenting Has Increased Over

the Same Period
Quarterly Medicare Stenting Discharges FY 2001-2004
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Figure 3

In contrast, during this same period (2001 — 2004) the number of coronary stent
procedures has increased at a similar rate. This change is a result of clinical data
demonstrating the benefits of coro stents as well as patient and physician preference
for a less invasive alternative to CABG, a shorter length of stay and shorter recovery
period.

CABG vs. Stent Angloplasty Under
the FY 2007 Proposed Rule
CABG 1/ Angioplasty/
Stenting 2/
Surgical Invasive Open Heart Minimally Invasive
Approach Surgery Intervention
Mean LOS (FYO05) 9.4 Days 2.9 Days
FYO06 Base $25,003 $12,556
Payment
FYO07 Proposed ~4.7% -28.9%
Reduction :
FYO07 Base $23,833 $8,931
Payment after
reduction !

1
1/ Weighted-average figures for CABG DRGs 547, 548, 549 and 550
2/ Weighted-average figures for DRGs 555, 556, 5#7, 558 Figure 4




Proposed Payment Reductions for Coronary Stent and Coronary Bypass DRGs
DRG Description % change v.
FY 2006
555 Percutaneous Cardiovascular Procedures with MCV_ | -21%
556 Bare Metal Stent without MCV -34.1%
557 Drug Eluting Stent with MCV -23.5%
558 Drug Eluting Stent without MCV - 33.4%
518 EP Procedures without Stent -28.9%
DRG Description % change v.
FY 2006
547 CABG with Cardiac Catheterization with MCV - 5.4%
548 CABG with Cardiac Catheterization without MCV | -8.8%
549 CABG without|Cardiac Catheterization with MCV__ | -1.3%
550 CABG without|Cardiac Catheterization without - 1.4%
MCV
Figure 5

In figures 4 and 5 above, it is cleaxT that CMS’ proposed change to cost-based weights will
have a significant negative impact|on the payment rate for coronary stent procedures and
only a modest impact on CABG. It will also have a negative impact on the diagnosis and
treatment of cardiac arrhythmias using catheter mapping and ablation
(electrophysiologic) procedures as opposed to open-heart surgical procedures. This
change in payment could have a major unintended and disruptive impact on patient care
since it would provide a major disincentive for hospitals to treat patients with coronary
artery disease or cardiac arrh as by less invasive procedures.

In summary, the proposed HSRe\eljc weighting methodology has several serious
methodological flaws, which need to be corrected (unweighted means and trimming
methods). However, even with these corrections, it is questionable whether this method
will lead to more or possibly even comparable accuracy to the current charge-weighted
method. Hospital cost reports are only estimates of costs, and they provide information
that is several years older than the currently used claims charge data. Also, cost reports
were not designed to measure cas#—speciﬁc costs, and large parts of the cost reports
(including those parts used to calculate cost-based weights) have not been audited for
many years. \

It is Cordis’ position that CMS is hxoving too quickly to change from an established
payment system to one that may He less accurate and may be fraught with serious and
unintended consequences to patient care.




II. Charge Compression

Charge compression continues to be a major problem and one whose magnitude is
increased by changing to cost-b d welghts Since introduction of the Prospective
Payment System for hospital outpatient services in 2000, AdvaMed and medical device
manufacturers have expressed concern about the impact “charge compression” (higher
cost devices being marked up at a lower percentage than lower cost supplies and
equipment) is having on the accurate calculation of hospital payments. While this issue
is also apparent with a charge-weighted DRG payment system, it is exacerbated if CMS
changes to a cost-based system.

Under contract to the Medicare Pzﬁ'ment Adv1sory Committee (MedPAC), The Lewin
Group reported their findings of charge compression in a study titled, 4 Study of Hospital
Charge Setting Practices, dated D¢cember 2005. The Lewin Group states in their report
that “Most hospitals reported that higher cost procedures and items generally are assigned
a lower mark-up. Hospitals reported charges for supplies being based on a flat
percentage or a sliding scale table based on ranges of the costs for each item. For
instance, any supply costing less $100 might be marked up by a certain percentage,
while supplies costing over $5,000 would be marked up at a lower percentage as
provided in the supply cost table. All but one hospital indicated it marked up lower cost
supplies at a higher rate than more expensive supplies.”

Data have also been provided by AdvaMed and manufacturers to CMS and to MedPAC
demonstrating this fact and even showing that in some cases very high cost items such as
implantable cardio-defibrillators (ICDs) may be charged at 100% of cost as compared to
lower cost items that receive a 300-400% mark-up.

It is clear that CMS’ proposal to aggregate medical supplies, devices and equipment into
one cost center (27X) without an appropriate adjustment for the charge compression
associated with implantable medical devices (revenue codes 275 and 278) cannot provide
an accurate estimate of costs.

II1. Consolidated Severi_tx-Adig;ted DRGs

CMS is proposing a fundamental change to the DRG structure. While Cordis supports
the concept of severity-adjusted DRGs, we are concerned that this change may be
disruptive and result in numerous DRG assignment mismatches and significant changes
to hospital payments. In addition, we are concerned that an APR-type approach will not
incorporate the numerous improvements and refinements that CMS has made over the
years to adjust DRG weights to reflect the cost of technolog1ca1 advancements. One
example of this refinement was CMS’ decision to increase payments for drug-eluting
stents by creating two unique DRGs. This change was made by CMS in order to
recognize the substantial patient benefits and increased procedural costs associated with
the use of these devices. The proposed change to consolidated severity-adjusted DRGs
would eliminate the distinction ac¢orded to drug-eluting stents. In the new DRG
Grouper, bare coronary stents, drqg—elutmg coronary stents, balloon angioplasty and
electrophysiology would all be asslgned to the same series of severity-adjusted DRGs
even though these cases have very different costs/charges. This has the potential to
unintentionally influence medical practice on the basis of reimbursement rather than the
most appropriate treatment for a pbtient.
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Other examples include the creation of new DRGs for ICDs and for use of rtPA

(ICD-9 code 99.10) for the treatment of stroke. CMS’ proposal does not indicate how or
if these changes will be incorporated into the consolidated severity-adjusted DRG
structure. ‘

While CMS has suggested the nee 1fora complexity adjustment in addition to a severity
adjustment, they have not yet put forth a specific proposal as to how they intend to
implement this provision. Cordis agrees with CMS, for the reasons cited in the Proposed
Rule, that a change to severity-adjusted DRGs is premature. For CMS to introduce such
a significant change without a specific proposal and the ability of stakeholders to have
sufficient time to evaluate its strengths and weaknesses is completely unacceptable.
Cordis believes that a more straightforward approach to achieving the same or similar
objective would be for CMS to keep the current base DRGs (eliminating the current
paired DRGs with and without CCb) and adding 3-4 levels of severity to each. This
would preserve the adjustments already incorporated into the DRG system and yet adjust
hospital payments to reflect the cost of care based on severity of the patient.

IV. Carotid Stenting 1
The current assignment of Carotid|Artery Stenting (CAS) cases in DRGs 533
(extracranial procedures with comorbidities or complications) and 534 (extracranial
procedures without comorbidities or complications) which primarily contain surgical
carotid endarterectomy cases today, does not provide adequate payment for CAS. The
CMS coverage decision of March 17, 2005 defines the appropriate patient population as
one at high risk (with high severity lesions, symptoms, and risk factors for surgical
endarterectomy). The current inadequate payment rates under DRGs 533 and 534 do not
align payments with the cost of providing this safe and effective treatment to this high-
risk population, potentially limiting access to treatment for patients with clinical or
anatomical conditions that make CAS the only treatment option.

For those patients at high-risk for turgical endarterectomy, extracranial carotid stenting
with embolic protection (procedure code 00.63) is a safe and effective alternative at least
as good as and often superior to CEA. Available clinical data indicate CAS has similar or
lower Major Adverse Event rates WAE -Death, Stroke, Myocardial Infarction) and
significantly fewer cranial nerve palsies and target vessel revascularizations (TVR). In
addition, strokes occurring with stenting and embolic protection tend to be minor, as
opposed to those occurrences with open CEA that tend to be major events. Data from our
clinical trials indicate that the majority of minor strokes resolve without additional
treatment. The longer-term benefits and durability of CAS are evidenced in recently
released three-year data from the SAPPHIRE trial.

The safety and efficacy of CAS has been reaffirmed with the recently released
AHA/ASA Stroke Guidelines that|indicate CAS is not inferior to endarterectomy and
may be considered for patients with severe symptomatic stenosis that are at high risk for
surgery or have other complicating circumstances such as radiation-induced stenosis or
restenosis after CEA. The Stroke Guidelines closely parallel CMS’ coverage decision on
CAS. Cordis Corporation applauds CMS’ decision to establish a favorable coverage
policy (March 17, 2005) for symptomatic patients and we continue to support CMS’
initiative to establish an evidenced based approach in reviewing emerging technologies.
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Significant charge differentials between CAS and CEA - Charge differentials have
continued to increase in DRGs 533 and 534. Our review of the most recent Premier
hospital data through September 30, 2005 continues to demonstrate higher charges and
costs for CAS patients compared to non-stented cases in DRGs 533 and 534. Charge data
for 2004 from Premier and MedPAR indicate that charges are somewhat comparable with
the overall Premier charges being slightly higher. Table 2 summarizes the charge
differentials between CAS and CEA for DRGs 533 and 534:

Table 2 — Non-standardized Charge Data for DRGs 533 & 534 — Principal Diagnosis
Code = 433.10:

FISCAL YEAR DRG 533 DRG 534
ENDED / SOURCE CAS | CEA | Difference CAS CEA | Difference

Fiscal Year Ended
September 30,2004/ | $35,961 || $23,294| $12,667 | $27,042 $16,58(| $10,462
MedPAR

Calendar Yeaf Ended
December 31,2004/ | $36,558 | $22,278| § 14,280 $28995} $16,219| $ 12,776
Premier 1

Year-to-Date
September 30,2005/ | $37,351|| $22,853| $14,498 $29,419 | $16,64<| $12,775
Premier

It is important to note that only 76% and 77% of CAS cases in DRGs 533 and 534
respectively, had device charges coded. This is likely due to clinical trial activity, as
anecdotal reports indicate some companies provide carotid stents and embolic protection
devices free of charge. Adjusting for the estimated missing charges increases the
differential in DRG 533 from $ 14, 498 to $15, 900 ($ 1,402 increase) and in DRG 534
from $ 12,775 to $ 14,100 ($ 1,325 increase).

In the FY 2007 IPPS Proposed Rule, CMS summarizes an analysis of the 2005 MedPAR
data indicating shorter length of stay but higher charges for carotid stenting cases
compared with those for DRGs 533 (+ $6,986) and 534 (+ $7,804). These charge data
suggest underpayment for carotid stenting in both DRGs, but CMS suggests this may be
due to higher device mark-ups rather than increased procedure costs. This is a tenuous
argument at best, and CMS provides no evidence to support this assertion. This question
can, however, be addressed in the context of the proposed HSRVce DRG re-weighting
method proposed by CMS by examining the cost center distributions for the different
procedures. |

In order for the HSRVcc methodology to provide appropriate payment, the distribution of
costs by cost center should be similar for all cases within the individual DRG. The table
below breaks down the cost center contributions for DRGs 533 and 534 as well as for
cases within these DRGs with and without stenting. Costs are then applied to show how
each cost center contributes to the overall cost of cases. As can be seen, this method
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suggests supply costs account for a $4,004 difference between carotid stent and non-stent
cases in these DRGs. In addition, radiology costs are about 33%, or $1,018 of the total
cost difference for stented and non-stented cases. This breakdown shows that carotid
stent cases cost more in radiology, cardiology and supplies, which is a reflection of the
procedural differences and requirements. Radiology costs are three times greater and
supply costs four times greater for stented cases. Non-stented cases require more routine
and ICU care, drugs, OR and lab costs. In fact, if CMS believes stent charges are the
source of charge differentials, the HSRVcc methods applied to the data suggest a supply
cost difference of $4,004, which is approximately equal to the market cost of a carotid
stent and embolic protection device, and probably does not account for all additional
wires, catheters and supplies. Thislanalysis suggests that stent charges are not the source
of higher costs.

Analysis of Cost Center Contribution

DRG DRG534

Costcenter 533Costs Costs No carotid stent cost Carotid Stent cost  Difference

Routine $1,574 $7b2 $1,231 $832 $399
ICU $3,037 $1,733 $2,690 $2,344 $347
Drugs $837 $496 $748 $606 $142
Supply $1,480 $1,102 $1,296 $5,300 -$4,004
Therapy $278 $55 $209 $158 $51
OR. $3,336 $3,002 $3,614 $2,455 $1,159
Card $204 $82 $153 $432 $279
Lab $499 $2Eo $426 $313 $113
Rad $694 $355 $519 $1,537 $1,018
Other $435 $164 $351 $379 -$28
$12,373 $8,052 $11,236 $14,355 -$3,119
MedPAR 2005

CMS suggests the additional cost of the technology will be addressed with further
refinements to the severity-adjusted DRG system proposed. CMS has aiready
acknowledged the inadequacy of the proposed severity-adjustment methodology for
dealing with the complexity associated with advanced medical technologies. However,
deferral is not a solution to the cur*ent inadequate payment for carotid stenting in the
absence of more specific details about the proposed system and timelines for
implementation.

For many patients, existing co-morbidities and/or anatomical features make carotid
stenting the only treatment option.' In the absence of adequate payment, many high-risk
surgical patients without alternative treatment optlons may not have access to the
procedure. We urge CMS to create a new pair of DRGs for carotid stenting to establish
more clinically coherent cohorts that will better align costs of care with payment. If this
cannot be done, all carotid stenting cases should be assigned to DRG 533.
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CONCLUSION

In conclusion, we support CMS’ intention to create a more accurate and more equitable
hospital inpatient payment system. We appreciate all of the thought and effort that has
gone into CMS’ proposal. However, Cordis believes the very substantial proposed
change is occurring too quickly and without sufficient time for stakeholders, and possibly
even CMS, to fully assess the potential for radical changes in-patient care. We look
forward to working together to make sure that the changes that are introduced indeed lead
to greater accuracy of payment. These changes need to be phased in over several years so
we can monitor the effects on patient care and make appropriate adjustments.

We appreciate the opportunity to comment on the proposed rule.

RN

Brian G. Firth MD, Ph.D, FACC, MBA
Vice President Medical Affairs and Health Economics Worldwide
Cordis Corporation, a Johnson & Johnson Company.

Cc: Marc Hartstein, Deputy Director of the Division of Acute Care (sent electronically)
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VIA EXPRESS MAIL

Mark McClellan, M.D., Ph.D.
Administrator

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mail Stop: C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Re:  Comments on “Proposed Changes to the Hospital Inpatient Prospective Payment
Systems and Fiscal Year 2007 Rates”
Proposed Rule Published at 71 Fed. Reg. 23995 et seq. (April 25, 2006)

Dear Dr. McClellan:

Bridgeport Hospital (“Bridgeport”) welcomes the opportunity to submit these comments
on the 2007 Inpatient Prospective Payment Systems (“IPPS™) proposed rule, published by the
Centers for Medicare & Medicaid Services (“CMS”) on April 25, 2006 at 71 Fed. Reg. 23995 et
seq. Bridgeport is a nonprofit, 425-bed, tertiary-care teaching hospital located in Bridgeport,
Connecticut. Bridgeport Hospital provides nearly 200,000 patient care visits annually, including
20,000 admissions. These comments set forth recommendations and concerns of Bridgeport
with respect to: (1) proposed changes to the manner in which diagnosis-related group (“DRG”)
weights would be derived through a new proposed Hospital-Specific Relative Value cost center
methodology; and, (2) a proposal to exclude medical residents’ time spent in didactic activities
from the calculation of Medicare direct graduate medical education (“GME”) and indirect
medical education (“IME”) payments.

1. Hospital-Specific Relative Value cost center (“HSRVcce”) DRG Weights
a. Proposed Recalibration of DRG Weights

The Medicare program currently calculates DRG weights by aggregating the charges for
all hospitals paid under IPPS and determining the average charge by DRG. CMS’ proposal
would revise completely the manner in which DRG weights are calculated, by installing a
methodology that groups hospital cost-to-charge ratio data for ten prescribed cost center groups
and then applies national average cost-to-charge ratios to eliminate the effect of differential
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charge markups. Bridgeport understands from the preamble to the rule, that this proposal is
intended to respond to findings presented in 2005 by MedPAC to Congress that the current
charge-based method used by CMS to compute DRG weights has resulted in distorting payments
to so-called "physician-owned specialty hospitals" by allowing the assignment of patients with
relatively low resource use to relatively high weights and, hence, hi gher-paid DRGs. We
understand the objective of the proposed rule is to repair a perceived vulnerability of the current
charge-based weights, which are described in the preamble to the proposed rule as being
susceptible to a “practice of differential markups [that] can lead to bias in DRG weights." 71
Fed. Reg. 24007. While one objective of the rule is to address distortions in payment to specialty
hospitals, an untoward consequence is to reduce wei ghts and payments significantly for a broad
range of surgical cases that are provided in full-service hospitals. The preamble to the proposed
rule acknowledges that “[s]urgical DRGs [will] experience a decline of 5.7 percent in weights,
while medical DRGs overall increase by approximately 6 percent when we apply the HSRVcc
method to the FY6 [sic] DRGs.” 71 Fed. Reg. 24020. Under the proposed rule, there would be
an additional change in weights for transplant surgeries since, as noted by the Association of
American Medical Colleges, the weights for transplants are overstated because the proposed rule
erroneously includes the costs of organ acquisitions, which are paid on a cost basis.

Tertiary care hospitals such as Bridgeport are a primary provider of surgery, and in
particular major surgery, for the surgical referrals in their service areas. They also receive a
relatively high proportion of major trauma surgical cases that access hospitals on an urgent basis
by both helicopter and land ambulance, from a large geographic area. Our review, as set forth in
the following comments, finds that significant questions exist as to whether the proposed DRG
weights derived by the HSRVce method are appropriate and accurate to assess resource use for
the broad range of surgical cases admitted to full-service hospitals like Bridgeport. While it may
be appropriate to implement the proposal for specialty hospitals,' we recommend deferral of the
HSRVcc methodology for full-service hospitals like Bridgeport to afford more time to study the
implications of the HSRVcc as a method of general applicability.

Under the proposed methodology, costs are derived initially at the individual hospital
level based on cost-to-charge ratios (“CCRs”) for each of the ten cost center groups. The only
intensity-related adjustment is to multiply the charge component of the CCR calculated by an
individual hospital’s case mix index (“CMI”). See 79 Fed. Reg. 24008. The summing of
national average CMS-adjusted charges for each of the ten cost centers is a key component to
establishment of the proposed HSR Vcc weights. For several reasons, we believe this
methodology understates the medical resources, and hence costs, of tertiary care facilities like
Bridgeport for surgical cases.

Recent research has shown that the use of cost-based wei ghts likely is deficient and leads
to cost-weight compression, which, in simple terms, refers to the overestimation of the costs of
the least sick patients (or cases) and the underestimation of costs of the most sick patients. Botz,
Sutherland and Lawrenson, “Cost Wei ght Compression: Impact of Cost Data Precision and
Completeness” (Health Care Financing Review, Spring 2006, Vol. 27, No. 3, at 112). This study
goes on to conclude, at page 118, that "hospital funding systems which are based on compressed
cost weights will be biased against hospitals with an asymmetrical case mix, that is, hospitals

! Congress identified specialty hospitals in Section 507 of Public Law 108-173.
|
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with a disproportionate share of high complexity/high-cost weight cases.” This underestimation
of the true weight of high-cost surgical cases at tertiary care facilities is borne out by other
aspects of the HSR Vce methodology.

The HSRVcc methodology does not appear to account accurately for operating room
labor intensity and supplies. Operating room supplies such as cardiac valves, stents, hip and
knee prosthetics traditionally are not marked up to the same extent as ancillary services.
Moreover, high-cost operating room supplies may be recorded by some hospitals within the
medical supplies cost center and by other hospitals in the surgery or other ancillary cost centers.
As a result of relatively low mark-ups and a lack of uniformity in cost reporting, these high-cost
items appear to be diluted significantly by the HSR Ve methodology.

The proposed methodology also does not recognize the increased costs in surgical cases
over medical cases that are applicable to higher routine nursing costs and more intensive
ancillary, such as respiratory, services used by surgical cases. As above, the data seem to
underrepresent these costs, since hospitals do not mark up high-cost, hands-on services to the
extent ancillary services are marked up in non-surgical cases. It is therefore likely that the
HSRVcc weights significantly underestimate these costs.

Another important issue presented by the proposed methodology is that providers may
not report surgical devices and supplies, among other costs, within the same cost centers on their
Medicare cost reports. For example, operating room supplies could be reported in an Operating
Room line item or in a Medical and Surgical Supply line item.  The misalignment of these
costs on cost reports may be distorted further by the inaccurate matching of particular costs with
departmental revenues, as different hospitals have different methods for accumulating and
assigning charges. This means that there often is a mismatch between the costs and charges used
by CMS to develop the national cost-to-charge ratios. The absence of coordination of these costs
on cost reports becomes material under the cost-based HSRVcc proposal. In this connection, we
note that, especially in the case of non-teaching hospitals — community hospitals which have no
or little cost-based payments under IPPS - fiscal intermediaries have not fully audited cost
reports and may only have conducted desk reviews over the past several years. The HSRVcc
proposal therefore is based largely on unaudited cost data, which forms an inappropriate basis for
a broad reduction of weights for surgical cases on a national basis.

Given the number of concerns regarding the HSRVcc methodology, Bridgeport
recommends the Secretary delay in moyving from a charge-based system to the proposed
HSRVcce system. A delay not only would allow for an improvement in data collection, audit and
application, it would provide an opportunity for the Secretary to examine areas where resource
use is understated by the currently proposed HSRVcc methodology. Alteratively, Bridgeport
suggest that CMS revise the rule to include a 3-year phase-in or a 3-year blend, which would
apply to all hospitals except for specialty hospitals. This exception may be supported by
MedPAC's finding that current charge-based weights can become biased by differential markups,
which have been found to be the practice of some specialty hospitals. Given the broad spectrum
of services they provide, it would be difficult for full-service hospitals, such as Bridgeport, to
engage in the type of differential markups which lead to MedPAC’s findings concerning
specialty hospitals. As we have stated above, this problem should not be addressed by the
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imposition of cost-based HSRVce-derived wei ghts, which introduce cost weight compression
and penalize Bridgeport and similarly-situated hospitals.

b. DRGs: Severity of Illness

CMS is proposing to implement, in FY 2008 if not earlier, a “consolidated severity-
adjusted DRG” system (by which it means a system based on a consolidated version of the APR-
DRGs designed by 3M Health Information Systems). Bridgeport ask that the Secretary make
public the grouper for APR-DRGs so that it may meaningfully comment on this proposal. The
DRG grouper currently used by CMS is in the public domain but the APR-DRG Grouper is not.
Bridgeport believes it is essential to the public comment process that the APR-DRG grouper or
any hybrid model which is proposed to be implemented by the Medicare program be made
public. Accordingly, Bridgeport requést that the Secretary afford hospitals a new comment
opportunity after this grouper is made public.

2. FTE Resident Count and Documentation

a. Background

The preamble to the proposed rule cites medical journal clubs, classroom lectures and
seminars as examples of didactic activﬂties that must be excluded when determining the full-time
equivalent (“FTE”) resident counts for all IME payments (regardless of setting), and for GME
payments when the activities occur in a non-hospital setting, such as a physician’s office or
affiliated medical school. The stated rationale for the exclusion of this time, is that the time is
not “related to patient care.” However, Bridgeport concurs with CMS’ 1999 position (evident in
a letter, dated September 24, 1999, from Tzvi Hefter, the Director of the Division of Acute Care,
to Scott McBride of Vinson & Elkins), that patient care activities should be interpreted broadly
to include “scholarly activities, such as educational seminars, classroom lectures ... and
presentation of papers and research results to fellow residents, medical students, and faculty.”.
The activities cited in both that letter and the purported “clarification” are an integral component
of the patient care activities engaged in by residents during their residency programs.

b. Residency Program Activities and Patient Care

With the possible exception of extended time for “bench research,” there is no residency
experience that is not related to patient care activities. The learning model used in GME is
delivery of care to patients under the supervision of a fully-trained physician. Everything that a
resident physician learns as part of an approved residency training program is built upon the
delivery of patient care and the resident physician’s educational development into an
autonomous practitioner.

Bridgeport strongly urges CMS to rescind its purported “clarification” in the proposed
rule that excludes medical resident time spent in didactic activities in the calculation of GME and
IME payments and recognize the integral nature of these activities to the patient care experiences
of residents during their residency programs.
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Sincerely,

ZM Wt oo
: T =

Patrick McCabe

Sr. Vice President & CFO

Bridgeport Hospital
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Mary Hitchcock Memorial Hospital Fiscal Services
One Medical Center Drive

Lebanon, New Hampshire 03756
603-650-5668 fax 603-650-7440

June 9, 2006

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attn: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

RE: HSRV Weights

The purpose of this letter is to comment on the Medicare proposed rule concerning the Hospital
Inpatient Prospective Payment System as published by CMS in the Federal Register of Wednesday
April 25, 2006.

By way of background, the Dartmouth-Hitchcock Medical Center (DHMC) is comprised of Mary
Hitchcock Memorial Hospital, a 327 bed teaching hospital, the Dartmouth-Hitchcock Clinic, a
large academic group practice, Dartmouth Medical School, and the Veterans Administration
Hospital. Mary Hitchcock is the only academic tertiary care hospital in the state of New
Hampshire, and is one of only a few major rural teaching hospitals in the country.

We are writing to express our concerns about CMS’s proposed adoption of MedPAC’s
recommended changes to the Inpatient Prospective Payment System. Although we agree with
CMS’s intention to address the flaws in the current DRG system, we strongly urge CMS to
implement the Consolidated Severity Adjusted DRGs concurrently with the HSRV Weights. If
these changes cannot be implemented concurrently in FY07, we strongly urge that
implementation be delayed until FY0B. Our recommendations are similar to those made by
MedPAC in a letter to CMS dated April 19, 2006.

CMS has acknowledged that providers that lose under HSRV weights may gain under a
consolidated severity-adjusted DRG system. What if CMS had proposed to adopt a consolidated
severity-adjusted DRG system in FY07 and the HSRV weights in FY08? Many providers that are
disadvantaged under the current proposal would gain under this proposal. We agree with
MedPAC that these types of payment shifts are unjustified.

In our own analysis (see below), using data from the FY04 MedPar file, we discovered that our
findings were consistent with the concerns addressed by MedPAC. Based on CMS’s current
proposal, our case mix index would be reduced by 4.6% in FY07 (HSRVs) and would increase by
5.3% in FY08 (new DRGS). The combined impact (FY06 to FY08) would be a .5% increase. Under
budget neutrality, our case mix index would increase by 6.1% in FY08 (from FY07) and the
combined impact (FY06 to FY08) would be an increase of 1.2%. Under the current proposal we
would stand to lose in excess of $5M in FY07 only to gain it back and more in FY08.
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In addition to the dramatic shifts in provider payments, there appear to be many unanswered
questions regarding the proposed rule. Although CMS is committed to adopting a severity
adjusted DRG system, they have proposed an array of alternatives. The alternatives range from
implementing the 3M APR DRG system in FY08 (or earlier) to considering other severity based
DRG systems. There also appear to be proprietary concerns related to the 3M grouper. In
addition, the proposed rule provides no information as to how post acute care transfer payments
will be impacted by the new grouper.and only a limited discussion as to how outliers will be
impacted. There are also questions regarding CMS’s development of HSRVs, questions that may
have been answered if a detailed case study had been made available for comment in the
proposed rule.

We are concerned and perplexed by CMS's desire to partially implement a very complex set of
policy changes. Many providers will be unjustly disadvantaged by CMS'’s decision not to
implement the policy changes concurrently. MedPAC has clearly stated the objectives of its policy
changes. We propose that CMS implement the consolidated severity adjusted DRGs concurrently
with the HSRV weights. If the concurrent implementation cannot be done in FY07, we ask that it
be delayed to FY08.

Thank you for consideration of these comments.

Sincerely,

Ut SheaeST__

Richard H. Showalter, Jr.
Senior Vice President, Finance

RHS/kn
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Mary Hitchcock Memorial Hospital Fiscal Services
One Medical Center Drive

Lebanon, New Hampshire 03756
603-650-5668 fax 603-650-7440

June 9, 2006

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attn: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

RE: DRGs: Severity of Illness

The purpose of this letter is to commeht on the Medicare proposed rule concerning the Hospital
Inpatient Prospective Payment Systerh as published by CMS in the Federal Register of Wednesday
April 25, 2006.

By way of background, the Dartmouth-Hitchcock Medical Center (DHMC) is comprised of Mary
Hitchcock Memorial Hospital, a 327 bed teaching hospital, the Dartmouth-Hitchcock Clinic, a
large academic group practice, Dartmouth Medical School, and the Veterans Administration
Hospital. Mary Hitchcock is the only academic tertiary care hospital in the state of New
Hampshire, and is one of only a few major rural teaching hospitals in the country.

We are writing to express our concerns about CMS’s proposed adoption of MedPAC’s
recommended changes to the Inpatient Prospective Payment System. Although we agree with
CMS'’s intention to address the flaws in the current DRG system, we strongly urge CMS to
implement the Consolidated Severity Adjusted DRGs concurrently with the HSRV Weights. If
these changes cannot be implemented concurrently in FY07, we strongly urge that
implementation be delayed until FY08. Our recommendations are similar to those made by
MedPAC in a letter to CMS dated April 19, 2006.

CMS has acknowledged that providers that lose under HSRV weights may gain under a
consolidated severity-adjusted DRG system. What if CMS had proposed to adopt a consolidated
severity-adjusted DRG system in FY07 and the HSRV weights in FY08? Many providers that are
disadvantaged under the current proposal would gain under this proposal. We agree with
MedPAC that these types of payment shifts are unjustified.

In our own analysis (see below), using data from the FY04 MedPar file, we discovered that our
findings were consistent with the concerns addressed by MedPAC. Based on CMS's current
proposal, our case mix index would be reduced by 4.6% in FY07 (HSRVs) and would increase by
5.3% in FY08 (new DRGS). The combined impact (FY06 to FY08) would be a .5% increase. Under
budget neutrality, our case mix index would increase by 6.1% in FY08 (from FY07) and the
combined impact (FY06 to FY08) would be an increase of 1.2%. Under the current proposal we
would stand to lose in excess of $5M in FY07 only to gain it back and more in FYO08.
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In addition to the dramatic shifts in provider payments, there appear to be many unanswered
questions regarding the proposed rule. Although CMS is committed to adopting a severity
adjusted DRG system, they have proposed an array of alternatives. The alternatives range from
implementing the 3M APR DRG system in FY08 (or earlier) to considering other severity based
DRG systems. There also appear to be proprietary concerns related to the 3M grouper. In
addition, the proposed rule provides no information as to how post acute care transfer payments
will be impacted by the new grouper and only a limited discussion as to how outliers will be
impacted. There are also questions regarding CMS’s development of HSRVSs, questions that may
have been answered if a detailed case study had been made available for comment in the
proposed rule.

We are concerned and perplexed by CMS’s desire to partially implement a very complex set of
policy changes. Many providers will be unjustly disadvantaged by CMS'’s decision not to
implement the policy changes concurrently. MedPAC has clearly stated the objectives of its policy
changes. We propose that CMS implement the consolidated severity adjusted DRGs concurrently
with the HSRV weights. If the concurrent implementation cannot be done in FY07, we ask that it
be delayed to FY08.

Thank you for consideration of these comments.

Sincerely,

o Mo

Richard H. Showalter, Jr.
Senior Vice President, Finance
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June 9, 2006

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Re: GME Payments
Resident Time at Nonhospital Settings

In the proposed rule CMS states that it is clarifying its policy concerning the counting of resident
time in “nonpatient” care activities at nonhospital settings for purposes of direct graduate medical
education (“GME”) and indirect medical education (“IME”) payments. CMS notes that, “as part
of an approved medical residency program, residents are often required to participate in didactic
and ‘scholarly’ activities such as educational conferences, journal clubs, and seminars.” CMS then
“clarifies” its position that this time cannot be included in the GME and IME resident count at
nonhospital settings because it does not involve the care and treatment of a particular patient or
billable physician activity.

DHMC disagrees with CMS'’s restrictive view of what constitutes patient care and asks that CMS
adopt a more expansive policy that reflects current trends in patient care and medical training. As
CMS states in the preamble to the proposed rule, didactic and scholarly activities are common
requirements in residency programs and integral components of graduate medical education. The
time that residents spend in didactics'is for the purpose of acquiring the skills that are necessary in
order to competently provide for the diagnosis and treatment of patients. This time should not be
excluded from resident time. It is very relevant to the care of patients. We note that the CMS
letter referenced in the preamble states that it “interprets the phrase ‘patient care activities’
broadly to include any patient care oriented activities that are part of the residency program.”
Clearly, CMS has the authority to adopt a broader view of patient care activities, as it did in this
1999 letter.

Although CMS states that it is clarifying its existing policy, DHMC believes that CMS is
announcing a new policy that cannot be applied retroactively. As CMS states in the discussion, it
has received many inquiries on the subject and previously issued a letter stating a contrary policy.
The confusion caused by CMS'’s varying policy statements over the years demonstrates that CMS'’s
purported clarification is really a new policy that should only be applied prospectively.

Finally, DHMC notes that CMS’s policy regarding time that may be included in the resident count
at nonhospital settings is inconsistent with its policy regarding time for which a hospital must
reimburse a teaching physician in those settings. On the one hand, CMS proposes only to count
resident time related to direct patient care activities. On the other hand, CMS precludes hospitals




from paying teaching physicians for supervising residents during time spent on direct patient care
activities and requires hospitals to pay for teaching supervision during scholarly activities. These
conflicting positions result in a policy where hospitals count time for which they don’t pay for
teaching and don’t count time for which they do pay for teaching. This will lead to considerable
confusion in the provider community. It will also create administrative burdens and practical
difficulties for teaching hospitals in order to differentiate between care related to particular
patients and other activities.

DHMC requests that CMS adopt a policy that interprets patient care activities in nonhospital
settings to include didactic and scholarly activities, provided they are part of an approved GME

program.
Sincerely,
Richard H. Showalter, Jr.
Senior Vice President, Finance
RHS/kn
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June 8, 2006

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

P.O. Box 8011

Baltimore, MD 21244-1850

RE: Comment Period FY 07 IPPS Proposed Rule
Memorial Health Care System #44-0091

Memorial Health Care System urges CMS to delay the current proposal to overhaul the DRG
system with a return to the current methodology, until the proposed methodologies and
underlying cost data can be improved to ensure the accuracy of payments. Memorial Health Care
System urges this delay based on several reasons:

Estimated, not Actual, Costs—CMS proposes to base payments on “costs”. However, the
“cost” for a particular category of patients is not an approximation of the actual price the hospital
pays for the items and services required to treat the patients, but rather a rough approximation of
costs. To calculate the cost estimates for Fiscal Year 2007 payments, CMS will use hospital
claims data from Fiscal year 2005, and hospital cost reports from fiscal year 2003. The cost
reports provide the actual costs and the actual charges for all patients (non-Medicare and
Medicare patients). However, the cost centers contain products with low costs and high costs.
Since hospitals have varying mark-ups, the cost estimations generally underestimate the value of
high price items and overestimate the value of low-cost items as illustrated below:

Impact of Assuming Uniform Mark-Up in Estimating Costs — A Hypothetical

Example
Estimated
Average Costs
Charges Mark-Up Based on
Mark- After for Average

Costs Up Mark-Up | Department | Mark-Up

Medically Advanced
Technologies $25,000 | 200.0% | $50,000 266.7% $18,750
Other Supplies $5 400.0% $20 266.7% $8

2525 de Sales Avenue  Chattanooga, TN 37404-1102  Phone 423.495.2525




Ten National Cost Groups and Calculation Error--The proposed changes would further distort
the estimation of accurate costs by combining multiple costs centers on hospital cost reports into
ten CMS-designated cost centers. In the proposed payment system, CMS would calculate ten
national average cost-to-charge ratios (CCRs) for each of the designated cost centers. In making
the national level calculations, however, the ratios were not weighted by each hospital’s Medicare
charges. This mathematical error would allow very small hospitals to have just as much impact
on the national cost-to-charge ratios as larger hospitals. In addition, hospitals with low mark-ups
(high CCRs) would have just as large an impact as hospitals with high mark-ups (low CCRs). If
these methodological flaws are corrected, it would produce very different DRG weights and
hospital impacts than those published in the proposed rule. CMS should allow adequate time for
commenters to analyze these errors, the resulting DRG changes, and hospital impacts before
finalizing the regulation.

Lags, Mismatched, and Missing Data-- Moving from charge-based payment weights to cost-
based payment weights would introduce additional lags in the data used to calculate rates. The
mismatch between the time period for the hospital claims and the hospital cost reports further
distorts the calculations. For FY 2007 rates, CMS would use FY 2005 hospital claims. By
contrast, cost reports for the calculations would be for periods ending in FY 2003. Many of the
new technologies that will be available in FY 2007 will not be included in the claims data nor the
cost report data used to calculate payments. Finally, early modeling results suggest that CMS
data trimming method excluded 260 large hospitals with high room and board mark-ups
(accounting for 25% of routine room and board charges) from the national cost center
calculations.

Variation in Hospital Reporting— Since the implementation of the inpatient payment system,
the validity of the cost reporting data has increasingly diminished. In any given time period, the
data may be unreported or the cost report may be “unsettled” for a significant portion of hospitals.
Approximately 15% of cost reports are audited.

Reforming Medicare’s inpatient payment system to provide more accurate rates for hospitals is a
laudable goal. But the current proposed rule is deeply flawed. An initial review of the proposed
rule has uncovered a number of technical errors or questionable technical decisions. Two of
them—the decision to remove 260 large hospitals accounting for 25% of routine room and board
charges, and improper weighting of the data used to develop the national cost-to-charge ratios—
have a major impact on a number of key DRGs . Replacing the existing system with the one
currently proposed by CMS would create even greater opportunities for inaccurate payments.
The limited time to review and adjust such a fundamental change raises the possibility of
extremely negative impacts on hospitals, patients, physicians, and other key stakeholders.

Again, Memorial Health Care System urges CMS to delay the current proposal to overhaul the
DRG system with a return to the current methodology, until the proposed methodologies and
underlying cost data can be improved to ensure the accuracy of payments.

Sincerely,

Ruth W. Brinkley

President/CEO
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June 9, 2006

Dr. Mark McClellan

CMS Administrator

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P and CMS-1488-P-2
Room C4-26-05

Central Building

7500 Security Boulevard

Baltimore, MD 21244-1850

Re: CMS-1488-P and CMS-1488-P-2
Dear Dr. McClellan:

Meridian Health welcomes the opportunity to comment on the (CMS-1488-P) Centers for
Medicare & Medicaid Services (CMS) proposed rule entitled Medicare Program;
Proposed Changes to the Hospital Inpatient Prospective Payment Systems and Fiscal
Year 2007 Rates; Proposed Rule, 71 Federal Register 23996 (April 25, 2006) and (CMS-
1488-P-2) entitled Medicare Program; Hospital Inpatient Prospective Payment Systems
Implementation of the Fiscal Year 2007 Occupational Mix Adjustment to the Wage Index,
71 Federal Register 28644 (May 17, 2006).

Meridian Health is a three hospital System located in Monmouth / Ocean Counties in
New Jersey. The three acute-care hospitals that comprise Meridian Health are Jersey
Shore University Hospital (Provider # 31-0073); Ocean Medical Center (Provider # 31-
0052) and Riverview Medical Center (Provider # 31-0034).

The following comments / questions will apply to the various labeled sections from the
aforementioned proposed rulings:

e “DRG Reclassifications”: “Cost Center Charge Group” - Questions in this
regard are as follows:
1. Did CMS study the financial impact of combining multiple cost report
cost centers into the ten “charge groups” denoted in the proposed rule?
Were there any other combinations reviewed, and if so, were the outcomes
similar? CMS should elaborate on the process it went through to derive
the ten charge groups?

T. 732.751.7500 - Meridian Health Line 1.800.560.9990 - www.meridianhealth.com
Monmouth Shores Corporate Park = 1350 Campus Parkway = Neptune, N} 07753

JERSEY SHORE UNIVERSITY MEDICAL CENTER » OCEAN MEDICAL CENTER « RIVERVIEW MEDICAL CENTER - PARTNER COMPANIES:
MERIDIAN AFFILIATED FOUNDATIONS » MERIDIAN ASSISTED LIVING + MERIDIAN HEALTH RESOURCES + MERIDIAN HOME CARE « MERIDIAN HOSPICE
MERIDIAN NURSING AND REHABILITATION * MERIDIAN OCCUPATIONAL HEALTH » ALERT AMBULANCE » HEALTH INNOVATIONS UNLIMITED
INSTITUTE OF INTEGRATED HEALTH & WELLNESS «+ SHORE CARE » SHORE REHABILITATION INSTITUTE




2. The proposed methodology assumes that all hospitals map their data

consistently within the specified cost centers. An example of the potential
mismatch of data is in the Cardiology charge group. Currently, cost
centers 53 and 54 are grouped there and many providers have cardiology
type services, such as cardiac cath in cost centers other than 53 and 54,
therefore, there is a mismatch of data. Another example is cardiac stents,
are they being reported in the supply or cardiac cost center? This item in
particular could dramatically effect Medicare reimbursement at Jersey
Shore University Medical Center (JSUMC). It is unclear if hospitals are
reporting these types of items consistently.

CMS should publish a crosswalk of revenue codes for the charge side that
is used to map Med-Par data to the charge groups and assure that the cost
report data utilized has been reviewed by the Medicare fiscal
intermediaries to assure consistent reporting taking into account issues as
noted above with cardiac stents, etc. (CMS should use final settled cost
report data not submitted). The intermediaries should assure that there is
consistent revenue code mapping on the cost reports that coincide with the
revenue mapping utilized in the Med-Par logic. An alternative would be
to establish a mechanism to allow hospitals to review the cost report data
being utilized and submit changes, where applicable, to their Medicare
fiscal intermediaries for review and implementation.

4. The consolidated severity-adjusted DRG methodology needs to

accommodate distinctions based on complexity.

“HSRV_ Weights”: Meridian Health is not opposed to moving from a charge-

based weight system to a cost-based weight system; however, we believe the
current proposed methodology needs further examination in order to determine
the best methodology to develop cost-based weights. The current proposal to use
hospital specific departmental costs for the development of the Medicare payment
rates will only result in a redistribution of Medicare payments. Since hospital
costs within departments are rarely consistent between hospitals, the use of
departmental cost to charge ratios is not accurate. Meridian Health requests CMS
not implement the currently proposed weight methodology but continue to look
for alternatives.

1.

Did CMS consider the mismatch of Med-Par data and cost report data for
the following category? If so, the outcome should be reported and if not,
this mismatch of data should be analyzed for potential impact on the
relative weight calculations:

o  Claims with routine only charges (no ancillary charges) were
deleted from the Med-Par data; however, the cost for these
claims should be in the cost report data and they may be
grouped 100% to routine cost centers on the cost report as well.



2. CMS should not implement the HSRV methodology without the
consolidated severity-adjusted DRG methodology. Furthermore, CMS
should not implement the severity DRG methodology until the grouper for
such DRG system is publicly available for hospitals to properly analyze
the impact for comment purposes. In order to analyze and comment, a
cross-walk between the current DRGs and the severity DRGs should be
made available. Implementing the HSRV weight methodology before the
severity DRG system seems to be backwards since a DRG classification
takes place before a weight is assigned.

3. Given the magnitude of Medicare payment redistribution, that both the
HSRYV weight and severity DRG will have on hospitals (along with the
occupational mix being implemented at 100%), CMS should give
consideration of phasing in the HSRV weighting methodology and
severity DRG over a three (3) year transition period. Such an approach
would be consistent with other significant changes in Medicare payment
methodologies, such as blended rates for psychiatric PPS and a ten year
transition for PPS capital.

To illustrate the Medicare payment redistribution, Meridian Health
hospitals are a typical example. All three hospitals are non-profit acute
care hospitals. JSUMC is the only major teaching hospital of the three.
JSUMC also has an extensive cardiac program. Based on our internal
modeling (and validated by a consultant analysis) of the weight changes,
the combination of Ocean Medical Center and Riverview Medical Center
would gain approximately $2.9 million. JSUMC, however would lose
approximately $9.7 million overall. The surgical cardiac DRGs were
responsible for a $10.3 million loss. Therefore, you can see the
disproportionate redistribution of payments. If JSUMC was not a leading
cardiac service provider, they would have gained from the weight changes.
CMS needs to further review the proposed methodology when one service
is responsible for such significant changes. As stated above, CMS should
consider a transition period for the phasing in of the HSRV weighting
methodology and severity DRGs.

4. An adjustment to the standardized rates for changes in coding should not
be implemented unless there is a reconciliation mechanism in which the
estimated amount can be compared to an actual amount and the difference
be incorporated in another year’s data.

Calculation of the proposed FY 2007 occupational mix adjustment”:

In prior years approximately 425 hospitals did not submit occupational mix data.
Meridian Health believes that CMS should hold all Medicare certified PPS
hospitals accountable to submit occupational mix data. It should be considered as
part of their participation in the Medicare program and anything short of a




submission of occupational mix data should put them in violation of adhering to
the conditions of participation with the Medicare program.

Occupational Mix “Timeline”:

1. Hospitals had a short time frame in which to submit data to the
intermediaries and the intermediaries have a short time frame in which to
review all submitted data and correspond with hospitals to resolve any
discrepancies that may be noted during their audit process. It is also
unclear how consistent all intermediaries may be in auditing this data.
Given this ambitious timeframe, the validity of the data may be
questionable and it is certainly prone to have a redistributive impact on
Medicare payments (along with the newly proposed DRG weighting
methodology and potential severity DRG for FY 2007). CMS should
consider deferring the implementation of the newly proposed DRG
weighting methodology and potential severity DRG until at least FY 2008
to alleviate the burden on hospitals that will receive redistributive impacts
on Medicare payments under the occupational mix adjustment.

2. Corrected survey data, which is due by July 27, 2006 from the
intermediaries, should also be made available via public use files prior to
the publication of the final amounts for the inpatient prospective payment
system, which is scheduled to be published between the final rule and
implementation date of October 1, 2006.

“Wage Index”/”Operating Payment Rates”: CMS should propose now to
extend the imputed rural floor to coincide with the existence of a rural floor. This
would then put all 50 States on a “level playing field.” The remaining States, not
involved with the imputed rural floor calculation, have been receiving the rural
floor benefit for many years and will then continue to benefit in the future.

“Qutliers”: CMS is currently paying less than 5.1% for outliers (as was the case
for FY 2005, as well) and CMS does not currently make retroactive adjustments
when total outlier payments that fall below estimated amounts. However, in the
proposed FY 2007 rule, the outlier threshold is set to increase based upon
“simulations using FY 2005 Medicare data” and the need to ensure that 5.1% of
total IPPS payments are paid as outliers. The increase to FY 2007 outlier
threshold is inconsistent with the prior two year outlier trend of actual payments
falling below the 5.1% target; therefore, CMS should ensure that the final FY
2007 rule includes a reduction to the outlier threshold to preserve hospital’s rights
to their fair share of outlier payments in the absence of a reconciliation process to
the 5.1% target.

“GME Payments”: The proposed rule states that resident training that occurs at
non-hospital sites must be related to patient care if a hospital wishes to count that
time for direct medical education (DGME) and indirect medical education (IME)
payment purposes. Resident time spent in didactic activities that often occur in




associated medical schools — such as educational conferences, journal clubs and
seminars — would specifically be excluded. CMS noted that its statement in a
previous letter on this topic "implying that didactic time spent in non-hospital
settings could be counted for direct GME and IME ... was inaccurate." CMS also
noted that time spent in these activities could be counted for DGME purposes if
they occur in a hospital; however, the counting prohibition applies for IME
payments regardless of where the educational activity occurs.

We urge CMS to rescind the purported “clarification” in the proposed rule that
excludes medical resident time spent in didactic (educational) activities in the
calculation of Medicare DGME and IME payments. The stated rationale for the
exclusion of this time is that it not “related “to patient care.” This position is in
stark contrast to CMS’ position as recently as 1999, at which time the Director of
Acute Care wrote in correspondence that patient care activities should be
interpreted broadly to include “scholarly activities, such as educational seminars,
classroom lectures...and presentation of papers and research results to fellow
residents, medical students, and faculty.”

We agree with CMS’ 1999 position. The activities cited are an integral component
of the patient care activities engaged in by residents during their residency
programs. In addition, it would be very difficult to separate out time spent at these
activities. CMS should allow the time spent in didactic activities at non-hospital
sites as long as a written agreement is in place with the non-hospital site and the
hospital incurs “all or substantially all” of the cost since the hospitals are incurring
the cost of residents. We urge CMS to withdraw this change in the proposed rule
relating to the counting of didactic time for purposes of DGME and IME payments
and recognize the integral nature of these activities to the patient care experiences
of residents during their residency programs.

Thank you for this opportunity to comment.

Respectfully submitted,

Tk v

Mike Sabo 7
Meridian Health
Corporate Reimbursement Manager
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June 9, 2006

Mark B. McClellan, M.D., Ph.D.
Administrator

Centers for Medicare and Medicaid $ervices
Department of Health and Human Services
Attention: CMS-1488-P

P.O. Box 8011

Baltimore, MD 21244-1850

RE: Medicare Program; Proposed Changes to the Hospital Inpatient
Prospective Payment Systems and Fiscal Year 2007 Rates; Proposed Rule

Dear Dr. McClellan:

On behalf of Texas Health Resources (THR) and its 13 faith-based, nonprofit community
hospitals throughout North Texas, Including Harris Methodist Hospitals, Arlington Memorial
Hospital and Presbyterian Healthcare System, we appreciate the opportunity to comment on the
Centers for Medicare and Medicaid Services’ (CMS) proposed rule on the FY’07 Medicare
Inpatient Prospective Payment System (IPPS) published in the April 25, 2006 Federal Register.
Given the complexities of CMS’ proposal to revise the diagnosis-related group (DRG) system
and the magnitude of impact this could have on THR, we are writing to urge a one-year delay in
implementing these policy proposals.

CMS proposes to move from the historical charge-based DRG system to a cost-based system and
to implement hospital-specific relative weights by October 1, 2006. CMS also proposes
modifying the DRG classification system to account for differences in patient severity and allow
for a payment amount that more closely tracks the cost of providing care. In its proposal, CMS
states that it would replace the current 526 DRGs with either the proposed 861 consolidated
severity-adjusted DRGs by FY’08 or a similar system that accounts for the level of patient
severity, developed in response to puﬁ)lic comments that it receives.

THR supports meaningful improvement to Medicare payments for inpatient services and
applauds the tremendous effort CMS 'has put forth to devise a DRG system that more accurately
reflects the costs of providing inpatient services. We recognize that your agency has taken these
steps to make payments fairer to hospitals and to assure beneficiary access to services in the most
appropriate setting. In the proposed rule, CMS seeks input on the proposed methodologies and
solicits alternatives to the consolidated severity-adjusted DRG model. While we welcome the
opportunity to work with CMS and other stakeholders in ensuring that any system implemented
accomplishes the stated goals, we are extremely concerned with the tight timeline provided for
developing comments and the implementation dates outlined in the proposal. Restructuring the
DRG system as proposed in the rule would represent the most significant policy change to the
IPPS since its inception. A change of this magnitude warrants a thoughtful and thorough review
by hospitals, a task not easily accomplished during a 60-day comment period, given the
complexity of the proposals.

As such, we strongly urge CMS to delay implementing both the proposed DRG reclassification
and the changes to the relative weights until FY’08. The additional time will allow THR and




other health systems and hospitals to more thoroughly evaluate the proposals and offer
constructive feedback to your agency.

Hospital Quality Data ‘

The Deficit Reduction Act of 2005 (DRA) expands quality reporting requirements for hospitals to
be eligible to receive a full market basket update. The proposed rule states that in order to qualify
for their full market basket update, hospitals would have to pledge to submit data on all 21
measures currently part of the Hospital Quality Alliance’s (HQA) public reporting for patients
discharged on or after January 1, 2006.

THR appreciates these efforts to make more meaningful and accurate information on hospital
quality available to the public. However, the proposed rule, as written, would require the
reopening of data files and costly, difficult retroactive alterations—all of which could lead to the
introduction of new kinds of errors in the data. As such, we strongly urge CMS to make the data
collection prospective—delaying implementation of the expanded set of measures until
discharges on or after July 1, 2006, This delay will allow THR and other health systems and
hospitals to allocate the required resources for this expanded data collection.

The proposed rule and the Institute of Medicine (IOM) report also discuss three specific measures
from The Leapfrog Group—computerized provider order entry, intensive care intensivists, and
evidence-based hospital referrals. THR supports consideration of structural measures that meet
quality measure standards such as evidence-based, clear operational definitions, delineated
process for validation and auditing that ensures reliability and measures an area of quality within
the control of the provider. We do not believe the three Leapfrog Group measures discussed in
the IOM report meet the quality measure standards necessary for inclusion in CMS’ national
quality measurement initiatives.

THR agrees with CMS that it is also critical that the collected data be validated. The parameters
of the validation process should be stated explicitly and documented. This includes clear
definitions, all applicable skip logic, all edits or audits to be applied and other related information.
Hospitals must know exactly what is being validated so they may adhere to the specifications
during the data collection process. ‘Under the current process, by the time hospitals receive
feedback on one quarter’s validation, they have already moved onto the next quarter’s data
collection and can not make changes quickly enough to impact the next quarter. If the validation
specifications and requirements were clearer and well-documented, hospitals could be more
proactive. As such, any changes should be communicated clearly and within a timeframe
sufficient for hospitals to react and change any processes. THR proposes that any modifications
to the technical processes be published at least 120 days prior to the effective/implementation
date. Further, THR believes that hospitals should be notified of any validation rule changes at
least 120 days prior to the hospital data abstraction period.

Again, thank you for the opportuni to share our comments. We look forward to working with
CMS to resolve these issues and concerns. If we can provide you or your staff with additional
information, please do not hesitate tg contact David Tesmer, Vice President of Government and
Community Affairs, at 817-462-7937 or by e-mail at DavidTesmer@TexasHealth.org.

Sincerely,

e o mher

Douglas D. Hawthorne, FACHE
President and CEO
Texas Health Resources
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June 9, 2006

VIA EXPRESS MAIL

Mark McClellan, M.D., Ph.D.
Administrator

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mail Stop: C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Re: Comments on “Proposed Changes to the Hospital Inpatient Prospective Payment
Systems and Fiscal Year 2007 Rates”
Proposed Rule Published at 71 Fed. Reg. 23995 et seq. (April 25, 2006)

Dear Dr. McClellan:

Yale-New Haven Hospital (“Y-NHH” or the "Hospital") welcomes the opportunity to
submit these comments on the 2007 Inpatient Prospective Payment Systems (“IPPS”) proposed
rule, published by the Centers for Medicare & Medicaid Services (“CMS”) on April 25, 2006 at
71 Fed. Reg. 23995 et seq. Y-NHH is a nonprofit, 944-bed, tertiary care hospital located in New
Haven, Connecticut, which serves as a teaching hospital for the Yale School of Medicine.
Y-NHH provides over 250,000 days of inpatient care per year and is a major provider of health
care services within the State of Connecticut. Y-NHH also provides comprehensive tertiary care
services to patients referred to it from throughout the New England region, as well as from
foreign countries. The Hospital serves as a statewide resource for Level I Emergency Trauma
Services. These comments set forth recommendations and concerns of Y-NHH with respect to:
(1) proposed changes to the manner in which diagnosis-related group (“DRG”) weights would be
derived through a new proposed Hospital-Specific Relative Value cost center methodology; and,
(2) a proposal to exclude medical residents’ time spent in didactic activities from the calculation
of Medicare direct graduate medical education (“GME”) and indirect medical education (“IME”)

payments.

1. Hospital-Specific Relative Value cost center (“HSRVcc”) DRG Weights

a. Proposed Recalibration of DRG Weights — We recommend deferral of the
HSRVcce methodology for full-service hospitals like Y-NHH to afford more
time to study the implications of the HSRVcc as a method of general
applicability.

20 York Street
New Haven, CT 06510-3202
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The Medicare program currently calculates DRG weights by aggregating the charges for
all hospitals paid under IPPS and determining the average charge by DRG. CMS’ proposal
would revise completely the manner in which DRG weights are calculated, by installing a
methodology that groups hospital cost-to-charge ratio data for ten prescribed cost center groups
and then applies national average cost-to-charge ratios to eliminate the effect of differential
charge markups. Y-NHH understands from the preamble to the rule, that this proposal is
intended to respond to findings presented in 2005 by MedPAC to Congress that the current
charge-based method used by CMS to compute DRG weights has resulted in distorting payments
to so-called "physician-owned specialty hospitals” by allowing the assignment of patients with
relatively low resource use to relatively high weights and, hence, higher-paid DRGs. We
understand the objective of the proposed rule is to repair a perceived vulnerability of the current
charge-based weights, which are described in the preamble to the proposed rule as being
susceptible to a “practice of differential markups [that] can lead to bias in DRG weights." 71
Fed. Reg. 24007. While one objective of the rule is to address distortions in payment to specialty
hospitals, an untoward consequence is to reduce weights and payments significantly for a broad
range of surgical cases that are provided in full-service hospitals. The preamble to the proposed
rule acknowledges that “[sJurgical DRGs [will] experience a decline of 5.7 percent in weights,
while medical DRGs overall increase by approximately 6 percent when we apply the HSRVce
method to the FY6 [sic] DRGs.” 71 Fed. Reg. 24020. Under the proposed rule, there would be
an additional change in weights for transplant surgeries since, as noted by the Association of
American Medical Colleges, the weights for transplants are overstated because the proposed rule
erroneously includes the costs of organ acquisitions, which are paid on a cost basis.

Tertiary care hospitals such as Y-NHH are a primary provider of surgery, and in
particular major surgery, for the surgical referrals in their service areas. They also receive a
relatively high proportion of major trauma surgical cases that access hospitals on an urgent basis
by both helicopter and land ambulance, from a large geographic area. Our review, as set forth in
the following comments, finds that significant questions exist as to whether the proposed DRG
weights derived by the HSRVcc method are appropriate and accurate to assess resource use for
the broad range of surgical cases admitted to full-service hospitals like Y-NHH.

Under the proposed methodology, costs are derived initially at the individual hospital
level based on cost-to-charge ratios (“CCRs”) for each of the ten cost center groups. The only
intensity-related adjustment is to multiply the charge component of the CCR calculated by an
individual hospital’s case mix index (“CMI”). See 79 Fed. Reg. 24008. The summing of
national average CMS-adjusted charges for each of the ten cost centers is a key component to
establishment of the proposed HSRVcc weights. For several reasons, we believe this
methodology understates the medical resources, and hence costs, of tertiary care facilities like
Y-NHH for surgical cases.

Recent research has shown that the use of cost-based weights likely is deficient and leads
to cost-weight compression, which, in simple terms, refers to the overestimation of the costs of
the least sick patients (or cases) and the underestimation of costs of the most sick patients. Botz,
Sutherland and Lawrenson, “Cost Weight Compression: Impact of Cost Data Precision and
Completeness” (Health Care Financing Review, Spring 2006, Vol. 27, No. 3, at 112). This study
goes on to conclude, at page 118, that "hospital funding systems which are based on compressed
cost weights will be biased against hospitals with an asymmetrical case mix, that is, hospitals




" Mark McClellan, M.D., Ph.D.
June 9 2006
Page 3

with a disproportionate share of high complexity/high-cost weight cases.” This underestimation
of the true weight of high-cost surgical cases at tertiary care facilities is borne out by other
aspects of the HSRVcc methodology.

The HSRVce methodology does not appear to account accurately for operating room
labor intensity and supplies. Operating room supplies such as cardiac valves, stents, hip and
knee prosthetics traditionally are not marked up to the same extent as ancillary services.
Moreover, high-cost operating room supplies may be recorded by some hospitals within the
medical supplies cost center and by other hospitals in the surgery or other ancillary cost centers.
As a result of relatively low mark-ups and a lack of uniformity in cost reporting, these high-cost
items appear to be diluted significantly by the HSRVce methodology.

The proposed methodology also does not recognize the increased costs in surgical cases
over medical cases that are applicable to higher routine nursing costs and more intensive
ancillary, such as respiratory, services used by surgical cases. As above, the data scem to
underrepresent these costs, since hospitals do not mark up high-cost, hands-on services to the
extent ancillary services are marked up in non-surgical cases. It is therefore likely that the
HSRVcce weights significantly underestimate these costs.

Another important issue presented by the proposed methodology is that providers may
not report surgical devices and supplies, among other costs, within the same cost centers on their
Medicare cost reports. For example, operating room supplies could be reported in an Operating
Room line item or in a Medical and Surgical Supply line item.  The misalignment of these
costs on cost reports may be distorted further by the inaccurate matching of particular costs with
departmental revenues, as different hospitals have different methods for accumulating and
assigning charges. This means that there often is a mismatch between the costs and charges used
by CMS to develop the national cost-to-charge ratios. The absence of coordination of these costs
on cost reports becomes material under the cost-based HSRVcc proposal. In this connection, we
note that, especially in the case of non-teaching hospitals — community hospitals which have no
or little cost-based payments under IPPS — fiscal intermediaries have not fully audited cost
reports and may only have conducted desk reviews over the past several years. The HSRVcc
proposal therefore is based largely on unaudited cost data, which forms an inappropriate basis for
a broad reduction of weights for surgical cases on a national basis.

Given the number of concerns regarding the HSRVcc methodology, Y-NHH
recommends the Secretary delay in moving from a charge-based system to the proposed
HSRVce system. A delay not only would allow for an improvement in data collection, audit and
application, it would provide an opportunity for the Secretary to examine areas where resource
use is understated by the currently proposed HSRVce methodology. Alternatively, Y-NHH
suggest that CMS revise the rule to include a 3-year phase-in or a 3-year blend, which would
apply to all hospitals except for specialty hospitals. This exception may be supported by
MedPAC's finding that current charge-based weights can become biased by differential markups,
which Have been found to be the practice of some specialty hospitals. Given the broad spectrum
of services they provide, it would be difficult for full-service hospitals, such as Y-NHH, to
engage in the type of differential markups which lead to MedPAC’s findings concerning
specialty hospitals. As we have stated above, this problem should not be addressed by the
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imposition of cost-based HSRVce-derived weights, which introduce cost weight compression
and penalize Y-NHH and similarly-situated hospitals.

b. DRGs: Severity of Illness — Y-NHH requests that the Secretary afford
hospitals a new comment opportunity after this grouper is made public.

CMS is proposing to implement, in FY 2008 if not earlier, a “consolidated severity-
adjusted DRG” system (by which it means a system based on a consolidated version of the
APR-DRGs designed by 3M Health Information Systems). Y-NHH ask that the Secretary make
public the grouper for APR-DRGs so that it may meaningfully comment on this proposal. The
DRG grouper currently used by CMS is in the public domain but the APR-DRG Grouper is not.
Y-NHH believes it is essential to the public comment process that the APR-DRG grouper or any
hybrid model which is proposed to be implemented by the Medicare program be made public.

2. FTE Resident Count and Documentation — Y-NHH strongly urges CMS to
rescind its purported “clarification” in the proposed rule that excludes medical resident
time spent in didactic activities in the calculation of GME and IME payments and
recognize the integral nature of these activities to the patient care experiences of residents
during their residency programs.

a. Background

The preamble to the proposed rule cites medical journal clubs, classroom lectures and
seminars as examples of didactic activities that must be excluded when determining the full-time
equivalent (“FTE”) resident counts for all IME payments (regardless of setting), and for GME
payments when the activities occur in a non-hospital setting, such as a physician’s office or
affiliated medical school. The stated rationale for the exclusion of this time, is that the time is
not “related to patient care.” However, Y-NHH concurs with CMS’ 1999 position (evident in a
letter, dated September 24, 1999, from Tzvi Hefter, the Director of the Division of Acute Care,
to Scott McBride of Vinson & Elkins), that patient care activities should be interpreted broadly
to include “scholarly activities, such as educational seminars, classroom lectures ... and
presentation of papers and research results to fellow residents, medical students, and faculty.”.
The activities cited in both that letter and the purported “clarification” are an integral component
of the patient care activities engaged in by residents during their residency programs.

b. Residency Program Activities and Patient Care

With the possible exception of extended time for “bench research,” there is no residency
experience that is not related to patient care activities. The learning model used in GME is
delivery of care to patients under the supervision of a fully-trained physician. Everything that a
resident physician learns as part of an approved residency training program is built upon the
delivery of patient care and the resident physician’s educational development into an
autonomous practitioner.
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Sincerely,

es Staten
r. Vice President, Finance
Yale-New Haven Hospital

cc: Marna Borgstorm




S
/RO

L

~

7 ASPIRUS'
J WAUSAU HOSPITAL 333 Pine Ridge Boulevard ~ Wausau, WI 54401

Passion for excellence. Compassion for people. P 715.847.2121 ~ F 715.847.2017 ~ aspirus.org

Aspirus Wausau Hospital is a MAGNET Hospital.

June 9, 2006

Mark B. McClellan, M.D., Ph.D.
Administrator

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attention. CMS-1488-P

P.O. Box 8010

Baltimore, MD 21244-1850

Re: Proposed Changes to the Hospital Inpatient Prospective Payment Systems and Fiscal
Year 2007 Rates
Docket Number: CMS-1488-P

Dear Dr. McClellan:

Aspirus Wausau Hospital appreciates the opportunity to submit comments related to the
proposed 2007 Centers for Medicare and Medicaid Services (CMS) Hospital Inpatient
Prospective System (IPPS), released on April 12, 2006 and published in the Federal Register
on April 25, 2006.

Aspirus Wausau Hospital (AWH) is a 250-bed acute-care, regional referral hospital, serving the
needs of 500,000 people throughout 13 counties in central and northern Wisconsin. The
cardiovascular program represents the largest clinical program of AWH, and the second largest
of 28 comprehensive cardiovascular programs in the state of Wisconsin. We perform
approximately 600 open-heart surgery, 2,000 percutaneous cardiac interventions, and 500
pacemaker and ICD implants per year. Medicare patients comprise 67% of our overall
cardiovascular patient population. We are proud to have been recognized repeatedly by U.S.
News & World Report, Solucient, and HealthGrades, for the high quality of our clinical
outcomes. Also, as measured on the basis of average charge per discharge, we are one of the
lowest cost cardiovascular providers in Wisconsin.

We appreciate the considerable effort you and your staff members have put into the
development and improvement of the inpatient prospective payment system (IPPS) and
specifically recognize the need to continually evolve the payment system to reflect the current
landscape within the field of medical services. We further recognize the significant complexities
associated with gathering accurate cost data—data that should serve as the foundation of
payment systems such as the proposed IPPS.
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CMS is proposing to make the most significant changes to the hospital inpatient system since
the late 1980s. Through our assessment, we note two major areas of concern with the
proposed IPPS. First, the proposal incorporates an estimated “cost-based” system, rather than
a charge-based system for determining the payment weights for each patient category in 2007.
Second, the proposal endeavors to change the method of identifying the variation in patients’
severity of illness that would be implemented in 2008, or potentially 2007. Each change is
significant and in previous years would be considered a major modification to the payment
system. Proposing both changes in a single regulation, with implementation in 2007, is
unprecedented.

CMS proposes to base payments on “costs”. In many senses, this is a positive move and is
consistent with how private insurers handle costs associated with technology. However, the
primary difference between CMS’s proposed methodology and the private insurers is the timing
and type of cost data used. Private insurers are utilizing real-time data and are paying actual
invoice costs for technology used in the care of patients. In CMS'’s proposal, the “cost” for a
particular category of patients is but a rough approximation of costs, sufficiently rough such that
substantive inaccuracies result. To calculate the cost estimates for Fiscal Year 2007 payments,
CMS proposes to utilize hospital claims data from Fiscal Year 2005 and hospital cost reports
from Fiscal Year 2003. Hospital cost reports were never intended to be used to develop
accurate procedure-specific payment weights. The use of any data from Fiscal Year 2003 fails
to account for current technology costs—namely drug-eluting stents and bi-ventricular
pacemakers/defibrillators, mainstays in the cardiac care landscape. As such, the estimates of
cost that CMS will use to put forth its rates in 2007 will necessarily be incorrect and will
inadequately compensate hospitals for the care of Medicare patients.

It is widely known that hospitals across the country do not use a uniform approach to mark-up
strategies for technology. Higher cost technologies, such as those used in the treatment of
cardiac patients, are often marked up a lower rate than lower cost items. This leads to an
inappropriate reflection of cost (specifically, an underestimation) when attempting to apply
derived averages.

The impact of the CMS proposal will reduce reimbursement to cardiac services across all
hospitals by approximately 10%. In addition, technology intensive DRGs will also be
significantly reduced under the CMS proposals. As a result of these changes, the proposed
DRGs for stents will be reduced 24 to 34%, ICD implants will be reduced 22 to 24%, and
pacemakers will be reduced 12 to 14% severely impacting these services.

These proposed reductions to cardiac services are severe and are not rooted in any type of
realistic mechanism for assessing costs to provide treatment. While it is appropriate to pursue a
better understanding of actual costs to treat cardiac patients, any such efforts must be made
with the intention of producing accurate information.

However, the existing proposal simply cannot be implemented in its current form, as the impact
for cardiac programs across the country will be grave and may potentially limit patient access to
leading edge technology (because hospitals will not be able to adequately recover their
acquisition costs). This is clearly not what CMS intends to achieve with this proposal.
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As such, we respectfully request that CMS delay the implementation of any changes to
cardiac services reimbursement until such time as the methodology and underlying cost
data are improved to ensure truly appropriate payments.

We appreciate the opportunity to provide our commentary on the 2007 CMS IPPS proposal.
We remain fully supportive of prospective payment for hospital inpatient services, and commend
CMS for its ongoing efforts to ensure adequate reimbursement for all clinical services.
Moreover, we recognize the extremely complex issues involved in establishing appropriate
reimbursement for procedures performed in the inpatient setting. We look forward to the
opportunity to work with CMS to ensure that Medicare beneficiaries have continued access to
high quality, efficient, and effective cardiovascular services.

Sincerely,

. S
el L.
Rick L. Nevers
Vice President, Cardiovascular Services

bmb
c: Jodi Bloch, Vice President, Government Relations, Wisconsin Hospital Association
U.S. Senator Russ Feingold
U.S. Senator Herb Kohl
U.S. Representative David Obey
Renee Schieicher, CAE, ACCA/AAMA Board of Directors
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Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attn: CMS-1488-P

7500 Security Blvd, Mail Stop C4-26-05
Baltimore, MD 21244-1850

Re: Hospital Inpatient Prospective Payment Systems - Proposed Rule, April 25, 2006, CMS-1488-P

It is commendable that CMS has undertaken the analysis and proposal of multiple complex changes to the
Inpatient Prospective Payment System in response to the MedPAC Report to Congress on Physician-Owned
Specialty Hospitals, March 2005. We support the principle of more appropriate reimbursement alignment with
severity of illness, resource utilization and quality of care. The following comments are submitted for your
consideration on the Final Rule for FY 2007 and FY 2008 on HSRV Weights, Severity of Iliness, Outliers,
Implementation and Value-Based Purchasing.

“HSRV Weights” Sec. II1.C.2.

Although it is critical to adopt a process that can be updated annually, the HSRV Weight methodology as
proposed does not provide enough specificity for the appropriate relative weight calculation of certain DRGs that
include new and high cost medical devices, technology or treatment.

Issue #1: The proposed compression of the cost report cost centers to 10 for calculation of CCRs (cost to
charge ratio), eliminates appropriate average cost calculation for services, such as arterial stent-graft placement
(AAA, TAA, Coronary, Carotid, other peripheral), prosthetics or specialty imaging diagnostic and therapeutic
services. Inappropriate payment may prohibit beneficiaries from receiving more effective care and slow
adoption of new technology or treatments.

Recommendation #1: Expand the number of cost centers for the calculation of CCRs by creating
sub-categories. For example, a sub-category cost center could be established for “Implants” based on the
Revenue Code 278 — “Other Implants” which is currently included in the cost center “Supplies & Equipment.”
Other subcategories that could be established pertain to Specialty Imaging Services such as CT Scan, MRI/MRA
and Nuclear Medicine that are critical diagnostic and therapeutic technologies. These could be established with
matching of current cost report data and claims in the SAF file. Improvement in accuracy would be achieved in
future years with CMS guidance to hospitals on refined definitions for Revenue Code 278 that would clarify any
confusion with other revenue codes such as 274 — Prosthetic/Orthotic Devices.

Issue #2: Utilizing the current cost report process does not provide timely and accurate data for calculating
the HSRV Weights.

Recommendation #2: Postpone the implementation for at least one year to provide guidance to
hospitals on provision of more accurate data and to Fiscal Intermediary contractors on timely cost report review
and validation.

3M is a trademark of 3M.
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“DRGs: Severity of Iliness” Sec. I1.C.3.

We support adoption of refinements to reflect severity of illness and complexity of treatment. The consolidated
APR-DRG method as proposed contains several issues of concern.

Issues: In comparing FY 2006 relative weights to the proposed published cAPR-DRG weights, there are
significant decreases and increases due to the severity of illness grouping methodology and exclusion for
complexity of treatment thus causing payment instability. These extreme variations were determined by
using the 3M™ website data input page and published relative weights in the proposed rule. The tables of
average changes published in the Proposed Rule could be masking significant shifts that may
affect patients’ access to appropriate treatment and create disincentives for adoption of new
technology and treatment. Without access to complete documentation and software for comprehensive
analysis, development of recommendations to correct such extremes cannot be determined.

Recommendation: Postpone the implementation of consolidated APR-DRGs for at least one year to
allow sufficient time to evaluate other systems, such as refinements to the current DRG system similar to the
DRGs that were segmented by MCV (major cardiovascular) diagnoses or other severity DRG systems. In
addition, during this period a more thorough impact analysis of the consolidated APR-DRGs can be completed.
This will allow sufficient time to ensure any system adopted will include complexity of treatment
methodology and more detailed analysis to more appropriately align payments to critical
treatments.

A comment has been submitted in a separate letter by my colleague, Don Goffena, regarding a specific example
of incorrect classification for endovascular repair of an abdominal aortic aneurysm and a thoracic aortic
aneurysm.

The examples in Table I (page 3), illustrate the significant shifts in relative weights of frequent procedures
performed for Medicare beneficiaries with CCs, such as diabetes related conditions. The extreme variations
raise concerns on the methodology for the consolidated APR-DRG classification and relative weight calculation.
These changes negate prior updates that refine DRGs for major cardiovascular diagnoses and new
pharmacologic stroke treatment.
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TABLE 1

Example #1: Vascular
Bypass or PTA &
Endovascular Stent-Graft
for the lower extremity

440.21, 39.29 or 39.50 & | 479 1.4434 479 1.2715 234 1.5918 10.3%
39.90
440.21 & 250.52(CCs), 554 | 2.0721 554 1.9483 235 2.0045 -3.3%
39.29 or 39.50 & 39.90
440.21 & 428.0(MCV), 553 3.0957 553 2.8371 235 2.0045 -35.2%
39.29 or 39.50 & 39.90
Example #2: With Cerebral
Endarterectomy or PTA & | Infarct
Stent placement in the
carotid artery
433.11, 38.12 0or 00.61 & | 534 1.0201 534 0.9668 34 1.2975 27.2%
00.64
433.11 & 250.52 or 533 1.5767 533 1.4911 35 2.7218 72.6%
428.0, 38.12 or 00.61 &
00.64
Example #3: Without
Endarterectomy or PTA & | Cerebral
Stent placement in the Infarct
carotid artery
433.10, 38.12 0or 00.61 & | 534 1.0201 534 0.9668 33 0.981 -3.8%
00.64
433.10 & 250.52 or 533 1.5767 533 1.4911 34 1.2975 -17.7%
428.0, 38.12 or 00.61 &
00.64
Example #4 Injection of
Thrombolytics for carotid
artery occlusion
433.11, 99.10 559 2.2473 559 2.237 56 0.7865 -65.0%
433.11 & 250.52 or 559 2.2473 559 2.237 57 1.0195 -54.6%
428.0, 99.10
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“Cost-Based Weights: Outlier Threshold” Sec. I1.C.4.

Issue: The proposed consolidated APR-DRGs do not include a proposed outlier methodology. Although
MedPAC analysis concluded that current relative weights for certain DRGs are overstated due to the presence of
outlier cases, but in Sec.IV.B.5 of the Proposed Rule it is stated that currently hospitals sustain losses on all
outlier cases.

Recommendation: A postponement of at least one year would allow for thorough analysis and
development of payment impact for outlier cases and relative weight impact in any severity of illness system.

“Implementation” Sec. I1.C.6 - Conclusions

Issue: Multiple implementation plans are proposed.

Recommendation: Postpone all changes for at least one year to evaluate alternative severity of iliness
systems, HSRV and thoroughly analyze transition plan impact to providers of payment and implementation cost.

I appreciate the opportunity to submit comments on the IPPS Proposed Rule and your consideration of these

recommendations.
Z&—L tED)

Sincerely,

Antoinette L. Sheen, MBA
Associate
Email: asheen@wilgore.com; Phone: 982-699-6123
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Mark B. McClellan, M.D., Ph.D., Administrator
Centers for Medicare & Medicaid Services
Department of Health and Human Services
7500 Security Boulevard

Mail Stop C4-26-05

Baltimore, MD 21244-1850

Attention: CMS-1488-P
Dear Dr. McClellan:

The Florida Hospital Association, on behalf of its member hospitals and health systems,
appreciates the opportunity to comment on the proposed fiscal year 2007 changes to the
Medicare inpatient prospective payment system (PPS) published in the April 25 Federal
Register. The proposed rule includes the most significant changes to the inpatient system since
its implementation in FY1984.

The proposed rule includes numerous provisions and, as requested, comments are
provided based upon CMS-designated issue categories.

DRG Weights
In the proposed rule, CMS has created a form of cost-based weights for FY2007 to move

from the current charge-based weights assigned to the various diagnosis related groups. In
addition, CMS has proposed implementation of consolidated severity-adjusted DRGs for
FY2008 (if not earlier). In reviewing these proposed changes, it becomes apparent that such
significant changes coming two years in a row result in dramatic swings in hospital
reimbursement over the next few years. The redistributive impact of both proposals shifts from
year to year. Such shifts in reimbursement make it difficult to manage in an efficient manner.

In support of the comments submitted by the American Hospital Association, we urge
CMS to move to a simultaneous adoption of any changes to the DRG weights and classification
methodology. Simultaneous implementation will provide better predictability and smooth the
volatility created by these two, generally off-setting changes.

In addition, we also support a delay in the implementation of these changes for one year.
This would allow time for detailed review and analysis of the weighting and classification
methodology. Such a delay would also provide an opportunity for:

e  Analysis of the new classification system on post-acute transfers;
e  Analysis of the impact of the new classification system on the fixed-loss outlier

threshold;
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e  Adoption of the new classification methodology for assigning DRGs under both the
long-term acute care (LTCH) PPS and the inpatient psychiatric facility (IPF) PPS —
an action that would eliminate the need for some hospitals to maintain multiple
GROUPERS;

e  Other payers that utilize the Medicare DRG methodology to adopt the revised
classification system, allowing even more hospitals to entertain a single GROUPER;

e  Expansion of the number of ICD-9-CM diagnosis codes reviewed and used by CMS
in assigning the consolidated severity-adjusted DRGs; and

e  Release of the proposed DRG GRouper into the public domain to allow providers
and others to better understand the hows and whys of the classification system.

Finally, in implementing the consolidated severity-adjusted DRGs, we urge CMS to protect
one of the most basic premises of data normalization — begin the DRG codes with 1001
rather than reusing existing codes with totally unrelated descriptors.

Unadjusted Wage Index
Recently the Connecticut Hospital Association asked Baker Healthcare Consulting, Inc.

(BHC) to perform an analysis of the impact of excluding the approximately 1,200 Critical
Access Hospitals (CAHs) from the wage index file. The results of this analysis indicated that
the National Average Hourly Wage for FY2007 is overstated by .707% since these small
lower-paying hospitals have been deleted from the wage index file. This results in an
understatement of the various wage indexes throughout the country. Based on the analysis
presented to CMS by the Connecticut Hospital Association, Medicare payment to inpatient
PPS hospitals will be understated by approximatety $499,000,000 for FY2007 because of the
removal of the CAH data. The BHC analysis further indicates that for FY2003-2006,
Medicare payment was understated by $1.021 billion.

We believe CMS should apply a positive budget neutrality adjustment in FY2007 to
compensate for the underpayments. Without the adjustment, the understatement increases
each year as more hospitals become CAHs and more data are eliminated from the wage index
data.

Hospital Quality Data
In order to receive a full market basket update for FY2007, the proposed rule indicates

that hospitals would have to submit data for patients discharged on or after January 1, 2006,
in 21 quality measures — an increase from the current 10 measures — currently part of the
Hospital Quality Alliance’s (HQA) public reporting. Such a retrospective data collection
would require hospitals to reopen files from which data on 10 measures have already been
abstracted, renegotiate agreements with the vendors that assist them in collecting and
processing the required information, and resubmit to the clinical data warehouse.

Rather than impose such a process on hospitals, we encourage CMS to require
submission related to the expanded quality measures for patients discharged on or after July
1, rather than January 1.
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EMTALA

CMS proposes to redefine “labor” under the Emergency Medical Treatment and Active
Labor Act to allow a certified nurse-midwife or other qualified medical personnel operating
under their scope of practice, as defined in hospital medical staff bylaws and in state law, to
“certify” that a woman is in false labor. In support of the EMTALA Technical Advisory
Group, “certifies” should be changed to “determines and documents.”

Value Based Purchasing

We recognize the significant additional costs that are incurred when patients develop an
infection and understand CMS’s approach to not reward bad outcomes. However, it will be
important that systems and guidance are in place for hospitals to report whether the infection
was present on admission. Additionally, CMS must not penalize hospitals for caring for
patients who are at a higher risk for developing an infection due to other underlying health
conditions or any circumstances that might increase the likelihood of infections, such as a
major trauma. The list of conditions for which infections should be avoidable should be
developed and payment limited only for these conditions.

Outlier Threshold

CMS proposes a slight increase in the fixed-loss outlier threshold, from $23,600 to
$25,530. Based on an AHA analysis, it does not appear that this threshold will allow
expenditure of the 5.1 percent of funds withheld to fund the outlier payments. Under the
methodology developed by AHA, a fixed-loss threshold of $24,000 would better achieve
expenditure of the 5.1 percent outlier pool.

Again, the FHA appreciates the opportunity to comment on the proposed rule. If there
are any questions on the comments provided, please do not hesitate to contact me at (407)
841-6230 or kathyr@tha.org.

Sincerely,

Kathy Reep
Vice President/Financial Services
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Mark McClellan, MD, PhD

Centets for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mailstop C4-26-05

7500 Security Blvd

Baltimore, MD 21244-1850

Re: Proposed Changes to the Hospital Inpatient Prospective Payment Systems and Fiscal
Year 2007 Rates; Proposed Rule. (Vol. 71 No.79 Federal Register, April 25, 2006)

Dear Dr. McClellan;

On behalf of Allina Hospitals & Clinics (Allina), I appteciate the opportunity to comment on the
proposed changes identified in the 2007 Proposed Inpatient Prospective Payment Rule. Allina is a
tamily of hospitals, clinics and care setvices that believes the most valuable asset people can have is
their good health. We provide a continuum of care, from disease prevention programs, to technically
advanced inpatient and outpatient care, to medical transportation, pharmacy, durable medical
equipment, home care and hospice services. Allina serves communities around Minnesota and in
western Wisconsin. Allina hospitals submitted well over 276,000 claims in 2005, representing $1.8
billion total charges. Needless to say, we have a vital interest in the changes proposed in the Inpatient
Prospective Payment Rule.

This rule proposes the most significant changes in the calculation of diagnosis-related group (DRG)
relative weights since 1983 by creating a version of cost-based weights using the newly developed
hospital-specific relative values cost center methodology (HSRVcc). It also proposes refining the
DRGs to account for patient severity, with implementation likely in FY 2008. In addition, the rule
would update the payment rates, outlier threshold, hospital wage index, quality reporting requirements,
among other policies.

We recognize your efforts to support providers, suppliers and beneficiaties with this proposed payment
structure. However, we have grave concermns about the pace of change CMS has proposed and are
impaired in completing a rigorous analysis.of specific organizational impact due to numerous issues
with the limited data presented and the lack of detail to review specifically how the APR-DRGs and
Consolidated Severity (CS)-DRGs support the conclusions made by CMS.

We are concerned that CMS has not taken into account all of the recommendations and methodologies
of MedPAC in the resulting overhaul of the DRG system and also that CMS continues to project the
expectation of payment reform and enhancements without creating and providing the underlying data,
in detail, to support their conclusions. It is imperative that these changes be analyzed and reviewed for
greater clarity to ensure that the resulting actions are both accurate and reasonably necessary to bring
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the intended payment system reforms. This review demands more time and requires that
implementation be postponed for at least one year to assure data accuracy and integtity.

Our major recommendations are included below with further discussion of our key points in the text
that follows.

Minimum of One-year Delay: Allina suppotts a2 minimum of a one-year delay in the
proposed DRG changes given the serious concerns we have with the HSRVcc and
Consolidated Severity-DRG methodology.

Valid Cost-based Weights: We support moving to a DRG-weighting methodology based on
hospital costs rather than chatges, but CMS’s proposed HSRVcc method is flawed.

Simultaneous Adoption of Any Changes to Weights and Classifications: A new severity
adjusted classification system should be implemented simultaneously with a new weighting
system to provide better predictability and smooth the volatility created by these two, generally
off-setting changes.

Broader testing of the Severity Adjusted Classification System: Additional analysis must
be performed and made available to the public so that consistent understanding is gained
tegarding the variation within DRGs and the alternative classification system structures that
could address that variation before selecting or advancing a new model. The interplay of major
systems and implications for systems integrity must be tested more broadly to guarantee a
smooth transition to a mote complex structure.

Three-year Transition: Given the magnitude of payment redistribution across DRGs and
hospitals, any changes should be implemented with a three-year transition to diminish the effect
of payment reductions in any single year and to support effective implementation.

HSRYV Weights

Allina supports MedPAC’s recommendation to move to a cost-based relative-weight methodology
based on an individual hospital’s claims and cost data for the purpose of weighting DRGs. However,
we strongly oppose the methodology that is being proposed and believe that it is fatally flawed for the
following reasons:

Data Integrity

The data is not based on hospital-specific cost but rather a national geometric mean ratio. In
order to determine a hospital-specific cost each hospital’s PS&R crosswalk, which is submitted
with the filed cost repott as an attachment to the CMS 339 form, would need to be used. The
proposed formula derives a national average charge based on all hospitals being weighted
equally. This affects hospitals that have historically been low chatge states, such as Minnesota,
negatively and allows a small rural hospital to carty the same weight as a large, urban hospital.

The data that is being used is out-dated and does not include the cost of new technology that is
commonly used today, such as the drug eluting stents. In order to accurately determine the
DRG weights and reimbursements these costs need to be included in any analysis that is being
performed.

CMS is omitting in excess of 25% of the costs from “high cost” hospitals from the cost base,
while leaving in all of the charges from those same “high cost” hospitals and assigning a relative
value on reduced costs. Since the costs are being excluded, but not the chatges, there is a
corresponding mismatching of trevenues and costs.

Street Address: 2925 Chicago Avenue, Minneapolis, Minnesota 55407
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The data contains only audited data. Hospitals that have not been audited would not be
included in the data.

The cost of organ acquisitions was included in a number of transplant DRGs resulting in the
DRG weights to be incorrect. This needs to be corrected ptior to implementation.

Cost Centers

CMS aggregates charges into 10 cost centets for each DRG, then applies a national cost-center
level CCR (derived from the cost teports) to charge figures (from claims data). But because
hospitals often report charges on the cost reports differently than charges on the claims, the
cost-center level CCRs are calculated based upon a different set of charges than the charges to
which the CCRs are later applied. For example, revenue code 480 Cardiology could be reported
on cost report line 53 EKG or as a subscript to line 37 if the hospital has a Cardiac Cath Lab.

Therefore, it is impossible to make assumptions related to revenue codes across all hospitals
without the assistance of the PS&R crosswalk. We believe this may materially distort the DRG
weights and needs to be thoughtfully considered and accounted for in any methodology. If
CMS is going to move to cost-based weights, tegardless of the methodology, hospitals will need
time to align their mapping of cost centers into departments or cost categories for purposes of
cost reporting with that of claims reporting.

CMS has provided no detailed analysis to validate that the proposed changes result in better
payment policy. While measuring improved payment accuracy is difficult, the large degree to
which the weights fluctuate given methodological changes alone indicates the need for further
analysis and study. CMS should construct a process to test the sensitivity of weights to vatious
methodological assumptions and publicly share the resulting data and reports. CMS should
strive for creating a system that improves payments based on data that does not include the
obvious flaws listed above.

DRG: Severity of Illness

There are a number of options being proposed for implementation of the HSRVcc methodology and
the CS-DRG system. Allina strongly recommends that CMS implement an accurate hospital-specific
costing methodology and a sevetity-adjusted DRG system simultaneously. However, the
implementation should be delayed at least one year. The current sixty day implementation period
would be extremely burdensome for hospitals to facilitate any of the necessary systems changes.

Integrity of Systems

We recommend that ptior to implementation there should be a testing period to guarantee
systems integrity. As a test site for APC implementation, we understand the significant value of
testing on a small scale. We were able to identify a number of systemic issues that further
delayed implementation until August 1, 2000. Additionally, there are a number of major system
changes that are scheduled to be implemented in the coming years, such as the UB-04 claim
form and ICD-10 coding. Couple these major system stressors with the implementation of an
electronic medical record system and we could see systems stretched so tightly that we
experience chaos.

It is impetative that CMS assess the impact of implementing the HSRVcc methodology and a
severity-adjusted DRG system not only in terms of cost/benefit but in conjunction with the
UB-04 claim form and ICD-10 coding.
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Implementing ICD-10

We agree with CMS’s assessment in the May 9, 2002 hospital inpatient PPS notice of proposed
rulemaking that ICD-10 is an improvement over ICD-9-CM and will provide greater specificity
and detail. We believe that CMS should continue with plans to implement ICD-10 while
establishing a timeframe that respects the systems limitations and complexity of such a change.
Implementing the significant DRG changes is a temporary fix, and a more refined DRG system
can only be accomplished with more specific clinical classification systems, capable of painting a

more complete picture of a patient’s condition and the services provided to treat that condition
— namely ICD-10-CM and ICD-10-PCS.

Contractor Changes

We are unclear to how this could affect the implementation of the MACs. Has CMS
considered the implications that a drastic change in the DRG system could have on the
upcoming formation of the MACs and the multiple FI/Provider changes that could occur?

Proprietary Software

The proprietary nature of the current APR-DRG and the proposed CS-DRG GROUPER is of
concern. The current DRG GROUPER logic has been in the public domain since the
inception of the PPS. The current 3M product is a proprietary product and not available in the
public domain for hospitals or our software vendors who develop and support our patient
accounting billing and case management software. Cutrently, we do not have any access to the
undetlying codes, conditions and edits utilized by 3M with its product and as a result we can not
accurately comment on the interaction between severity and complexity associated with
individual claims in contrast to resource consumption. Although hospitals are not required to
have a grouper, hospitals that hold compliance as a top priority rely on a grouper/encoder to
ensure that claims meet all edits ptior to submission. Any modifications to the DRG system
should be non-proprietary.

In addition, we are concerned that CMS’s GROUPER does not use all diagnoses and
procedures that affect a patient’s severity of illness and/or the resources utilized. The current
DRG GROUPER only considers nine diagnoses and up to six procedures. Allina hospitals
submit electronic claims in the HIPAA compliant electronic transaction 837i standard format
that allows up to 25 diagnoses and 25 procedures. However, our fiscal intermediary (FI) does
not store or record these additional fields since they are not necessary to group claims under the
cutrent DRG system. These data ¢elements have been provided to the FI and

subsequently edited (deleted) out of the system. We question the validity of CMS’s perception
that up-coding may become an issue and therefore stop gaps need to be installed. How will we
validate that the severity is real and not just a perception when the data is deleted from the
current system from the FI?

Capturing all diagnoses and procedures meeting the definitions of reportable secondary
diagnoses and procedures will provide a more complete picture of patient complexity. As CMS
considers methodologies for refining the severity of illness system, the number of secondary
diagnoses will be an important factor in determining differences in patient characteristics. This
s particularly true of patients with many chronic illnesses that add to the complexity of treating
them.
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Transition

We recommend that CMS provide a three-year transition with a blend of the old DRG weights and the
new DRG weights. The changes to DRG weights and the addition of the consolidated severity
adjusted DRGs. In the first year; hospitals could be paid based on an average of DRG weights: 75
percent of the old weights; 25 percent of the new weights. The second year would be 50 percent of
each, and the third year would be 25 percent of the old weights and 75 percent of the new weights.
Another method of transition is dampening the reduction for DRGs with significant decrease in
relative weights similar to the dampening of APC weights in the outpatient PPS. This approach could
be more feasible — especially if a significant change to the classification system is made — because it
does not require CMS to calculate payments using two different systems.

We further believe that a stop loss should be instituted as part of this transition. This would be similar
to the approach currently used under the inpatient psychiatric PPS whereby no hospital can receive less
than 70 percent of what they would otherwise have been paid under the old system. In combination
with the DRG blend or dampening, this would result in less significant losses in the first year than in
the last year of the transition. To avoid having to run all claims under both DRG weights, CMS could
establish a payment-to-cost ratio for each hospital in FY 2006 and use that as a base against which to
compare payments under the new system.

Cost-Based Weights: Outlier Threshold

Although CMS does not have the authority to change the outlier policy under cutrent law, it does not
preclude the review of multiple options such as a DRG specific outliers or day outliers. Allina
recommends that CMS review these options as viable alternatives if a severity-adjusted DRG system 1s
implemented.

Occupational Mix Adjustment
As CMS moves forward with evaluating a sevetity-adjusted DRG system, we would ask that the

necessity of the occupational mix adjustment be reviewed. The purpose of the occupational mix
adjustment was to ensure that hospitals wete not paid for the additional resources needed for certain
procedures in both the wage index and the resource-based DRG system. We do not believe that the
occupational mix adjustment necessary if a robust severity-adjusted DRG system is implemented.

Operating Payment Rates
The rule proposes establishing a fixed-loss cost outlier threshold equal to the inpatient PPS rate for the

DRG, including inditect medical education (IME), disproportionate share hospital (DSH), and new
technology payments, plus $25,530. While this is not a particulatly sizable increase from the FY 2006
payment threshold of $23,600; however, we remain very concerned that the threshold is already too
high and should be lowered. CMS spent only 3.8 percent or $1.15 billion less than the amount set aside
in FY 2005, and only 3.5 percent or $1.3 billion less than the funds withheld in 2004.

It is very disconcerting that CMS continues to increase the outlier threshold when it is evident that
these funds are not being fully utilized at the current thresholds. This takes money out of the system
that hospitals will never recoup unless they qualify for the ever increasing threshold. Outliers are
necessary payments to cover the cost of providing essential care to high-cost patients. We recommend
that CMS hold the threshold at the current level.
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Hospital Quality Data

The Deficit Reduction Act of 2005 (DRA) expands quality teporting requirements for hospitals to be
eligible to receive a full market basket update. The proposed rule states that to qualify for their full
market basket update, hospitals would have to pledge to submit data on all 21 measures cutrently part
of the Hospital Quality Alliance’s (HQA) public reporting for patients discharged on or after January 1.
Hospitals failing to submit data for the first calendar quarter of 2006 by August 15 would recetve an
inpatient update equal to the market basket minus two percentage points. Hospitals that fail data
validation tests for data submitted for the first three calendar quarters of 2005 would also lose the two
petcentage points from the market basket update.

Retrospective Data Collection

Allina fully supports the HQA’s effort to make more information on hospital quality available
to the public, and we join with CMS in wanting to make it happen quickly and accurately.
However, as written, the proposed rule would require hospitals to reopen files from which data
has already been abstracted, renegotiate agreements with the vendots that assist them in
collecting and processing the required information, and resubmit information to the clinical
data warehouse. Such retroactive alterations in the data files are difficult and costly, and open
the door for the introduction of many new kinds of errors in the data. To require this
reopening of the files makes no sense.

We strongly urge CMS to make the data collection prospective. We do not support
tetrospective data collection.

Development of New Measures

When there is interest in expanding the set of measures, CMS should consider publishing the
proposal at least one full year prior to the start of the fiscal yeat. This will enable hospitals and
their vendors to put the needed data collection processes in place to be able to provide the
requested data. Additionally, we ask CMS to select measures only from those used by the HQA
for public repotting. To choose different measures would be counter to the desire to
streamline quality reporting, and would dilute efforts to create a single source to share solid
reliable information with the public. :

Data Integrity

In order to assure integrity of quality data, Allina supports a data validation process. However,
in the first three calendar quarters of 2005, we understand that the validation process did not
have sufficient integrity to watrant hospital payments being withheld. At this juncture, we
firmly believe that the problems with the validation process itself need to be resolved before
any payment decisions are made solely on the basis of the contractor’s wotk. We strongly urge
CMS to review, on a case-by-case basis, any incidence where a hospital’s payment would be put
in jeopatdy as a result of the validation process. It should allow the hospital to submit
information showing that it made a good-faith effort to supply the data warehouse with
accurate information so that the public could be informed about the quality of its care. If the
hospital has made a good-faith effort, it should receive full payment regardless of whether the
data are deemed accurate enough for public display. In addition, CMS should instruct its QIO
data warehouse to accept any significant corrections so that the public can have a full and
accurate pictute of hospital quality.
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New Technology

Section 503 of the MMA provided new funding for add-on payments for new medical setvices and
technologies and relaxed the approval criteria under the inpatient PPS. This important provision was
enacted to ensure that the inpatient PPS would better account for expensive new drugs, devices and
services. However, CMS continues to withhold approval of new technologies and considers only a few
technologies a year for add-on payments.

We are concerned about CMS’s ability to implement add-on payments for new setvices and
technologies in the near future. Recognizing new technology in a payment system requites that a
unique procedure code be created and assigned to recognize this technology. We are experiencing
significant challenges with coding of new technology, for example, carotid stents. The ICD-9-CM
classification system is close to exhausting codes to identify new health technology and is in critical
need of upgrading. Since the early 1990s, there have been many discussions regarding the inadequacy
of ICD-9-CM diagnoses and inpatient procedure classification systems. ICD-10-CM and ICD-10-PCS
(collectively referred to as ICD-10) were developed as replacement classification systems. CMS should
work toward implementation of ICD-10 as a necessary component for implementation of severity-
adjusted DRGs and as a means to handle codes required to support billing for new technology.

EMTALA

Allina supports CMS’s proposal to modify the definition of “labor” at 489.24(b) to allow a certified
nurse-midwife or other qualified medical personnel operating under their scope of practice, as defined
in hospital medical staff bylaws and in state law, to certify that a woman is in false labor. This change
recognizes that licensure and scope of practice should remain under the purview of state law and
regulation. Further, this change provides hospitals with the staffing flexibility needed to maintain
access to and the efficiency of vital obstetrical services, particulatly in rural hospitals.

Under the proposed rule, a hospital with “specialized capability” is required to accept appropriate
transfers under EMTALA regardless of whether it has a dedicated ED. Guidance 1s still needed on the
definition of specialized capability.

Hospital Acquired Infections

In the proposed rule, CMS has asked for ideas about how to effectively implement the DRA provision
requiring the agency to identify instances in which the reliable application of science and appropriate
processes of care should prevent infections, and to ensure that Medicare does not pay more for the
hospital care of patients who becomes infected as a result of their care than it does for patients who are
infection free.

We have significant issues with the suggestion that if an infection is not noted as “present on
admission” that the infection is hospital acquired and therefore we should not be paid for treating the
patient complications. It is difficult to pinpoint the cause of an infection, especially one that develops
shortly after admission but was not indicated on admission. A recent article in Infection Control &
Hospital Epidemiology (Sherman, April 2006) entitled, “Administrative Data Fail to Accurately Identify Cases
of Health Care-Associated Infection,” notes that “no standardized method for using claims data to find cases
of health care acquired infection has been validated.” We are deeply concerned that CMS would
implement a payment methodology tied to administrative data alone when we are clear that this data
alone does not present a valid indication of cause. Using coding data for “present on admission” would
result in a significant number of infections deemed as "hospital-acquited" when they may not be, thus
leading to CMS non-payment for legitimate complications. We suggest that this issue be approached
from a quality standpoint rather than from a cost savings perspective and that administrative data is not
utilized as the only factor to accurately identify a hospital acquired infection.
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We can support CMS in building upon the substantial work underway in the Surgical Care
Improvement Project (SCIP). Surgical wound infections are among the most common and hazardous
hospital-acquired infections. The existing expert SCIP group can help identify a few surgical
procedures that might be most appropnate for this initiative. We believe these are likely to be
relatively “clean” surgeries, meaning surgeries on patients whose conditions or wounds have not already
put them at higher risk for infection, and patients who do not already have a variety of complicating
conditions that would place them in higher paying DRGs. Additional expettise on coding and the
DRG GROUPER is also needed for these discussions to help address questions of what data are
helpful and readily available to determine which infections were acquired in the hospital versus the
community, and which codes actually lead to enhanced payments.

In addition, there is good evidence to suggest that even when reliable science and appropriate care
processes are applied in the treatment of patients, not all infections can be prevented. Therefore, we
suggest that by utilizing the SCIP program as the basis for responding to the congressional mandate,
CMS could choose not to penalize a hospital if, despite their best efforts, an infection occurs. For
example, if a hospital’s performance on the SCIP sutgical wound infection prevention measures show
that it reliably performs the necessary infection prevention steps all ot nearly all of the time, CMS might
not make any change to the current payment system for that hospital.

Transpatency of Health Care Information

The proposed rule includes the introduction of a proposed initiative to expand the public availability of
consumer information on health care quality and pricing. HHS intends to identify several regions in
the United States with high health care costs where there is significant interest in reducing those costs
and improving health cate quality.

A good foundation is being developed for access to data quality. Through the voluntary reporting of
the current 10 measures, the expansion to the 21 measures for 2007, and access to the Hospital Compare
Web site, consumers are able to get a high level look at the quality indicators for selected hospitals. We
support ongoing efforts to further expand public availability of hospital quality information so long as
the infrastructure supports consistency and data integrity.

We have a good start on the quality data transparency; however, pricing transparency creates significant
challenges. We firmly believe that people deserve meaningful information about the price of their
hospital care and we are committed to sharing information that will help people make important
decisions. Sharing pricing information, however, is more challenging because hospital care is unique.
Hospital prices can vary based on patient needs and the setvices they use; prices reflect the added costs
of hospitals’ public services role — serving the essential health care needs of a community 24 hours a
day, seven days a week.

Providing meaningfu! information to consumers about the price of their hospital care is the most
significant challenge. We suppott the following objectives for improving pricing transparency:

® Presenting information in a way that is easy for consumers to undetstand and use;
® Making information easy for consumets to access;

¢ Using common definitions and language to desctibe pricing information for consumers;

Street Address: 2925 Chicago Avenue, Minneapolis, Minnesota 55407
An Equal Opportunity Employer



e S

Mark McClellan, MD, PhD ~ June 9, 2006 ~ Page 9

¢ Explaining to consumers how and why the price of their care can vary; and

¢ Encouraging consumers to include price information as just one of several considerations in
making health care decisions.

In the proposed rule CMS presented a number of options, we request that CMS consider the objectives
as noted above and work to build a model for price reporting and vehicles for access that provide
consumers across the country the same access to the same information so they are able to make
effective compatisons on both quality and price. With all of the vatious approaches being mandated
and implemented at the state level across the countty, we fear that we will never get a consistent,
meaningful model for reporting.

Allina does not support using the conditions of participation as a means to mandate and monitor price
transparency.

In closing, I would again thank CMS for the opportunity to respond to the proposed rule. The gravity
of these changes will create significant financial implications, of which we cannot assess due to the lack
of a solid data foundation utilized in building the proposed modifications to the core components of
the IPPS program. With an inability to determine the real impact of these changes, we are ill prepared
to implement the final rule within the established 60-day timeframe. We again urge CMS to delay
implementation of the changes to DRG weights and severity adjusted DRGs. There is so much more
to learn through a comprehensive testing approach than to rely on the small sample of independent
review that has been done with the limited resources available to this point.

Additionally, we are concerned about the ability of all of the non-government payers who follow the
current DRG structure to make necessary adjustments to their systems and processes in the 60-day

timeframe between the publishing of a final rule and the implementation date.

If you have any questions regarding these remarks, please feel free to contact me at 612-262-4912.

Sincerely,
Nancy G. Payne, RN 7\.(/
Ditector Regulatory Affairs
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June 1, 2006

Mark McClellan, MD, PhD

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mailstop C4-26-05

7500 Security Blvd

Baltimore, MD 21244-1850

Re: Proposed Changes to the Hospital Inpatient Prospective Payment Systems and
Fiscal Year 2007 Rates; Proposed Rule. (Vol. 71 No.79 Federal Register, April 25,
2006)

Dear Dr. McClellan;

On behalf of the Regulatory Committee of the Minnesota Chapter of the Healthcare
Financial Management Association, we appreciate the opportunity to respond to your
2007 Proposed Inpatient Prospective Payment System (IPPS) rule that was published in
the Federal Register on April 25, 2006. In response to the proposed rule, we offer the
following comments.

We are concerned that CMS has not taken into account all of the recommendations and
methodologies of MedPAC in the resulting overhaul of the DRG system and that CMS
continues to project the expectation of payment reform and enhancements without
creating and providing the underlying data to support their conclusion. The tables
presented are based on MedPAC data and analysis based on incorporating all of its
recommendations and methodologies. CMS is proposing the most drastic changes to the
DRG system since its implementation in 1983. It is imperative that these changes be
reviewed with greater clarity to insure that the resulting actions are in fact what were
intended. This also requires that implementation be postponed for at least one year to
ensure underlying data accuracy and integrity

HSRYV Weights
The Regulatory Committee supports MedPAC’s recommendation to move to a cost based

relative weight methodology based on claims data for the purpose of weighting DRGs.
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However, we strongly oppose the methodology that is being proposed and believe that it
is flawed for the following reasons:

¢ The data is not based on a provider’s hospital specific cost ratio, which is what
was intended by MedPAC’s recommendation, but rather a national geometric
mean ratio. In order to determine a hospital’s specific cost each hospital’s
charges must be matched with a PS&R crosswalk. The PS&R crosswalk is
submitted with the as filed cost report as an integral attachment to the CMS 339
form. The proposed formula derives a national HSRVcc based on all hospitals
being weighted equally, which allows a small rural hospital to carry the same
weight as a large, urban hospital.

o There are only 10 categories being identified, which dilute the accuracy of the
data and cannot capture the true cost of specialty service lines. Additionally, each
hospital may chose to report revenue codes differently depending on where the
cost is reported on the cost report. For example, revenue code 480 Cardiology
could be reported on cost report line 53 EKG or as a subscript to line 37 if the
hospital has a Cardiac Cath Lab. Therefore, it is impossible to make assumptions
related to revenue codes across all hospitals without the assistance of the PS&R
crosswalk.

e The data that is being used is out-dated and does not include the cost of new
technology that is commonly used today, such as the drug eluding stents. In order
to accurately determine the DRG weights and reimbursements these costs need to
be included in any analysis that is being performed

e CMS is omitting 25% of the costs from “high cost” hospitals from the cost base,
while leaving in all of the charges from those same “high cost” hospitals. Since
the costs are being excluded but not the charges there is a mismatching of revenue
and cost.

e The data contains only audited data. Hospitals that have not been audited would
not be included in the data.

e The cost of organ acquisitions was included in a number of transplant DRGs
causing the DRG weights to be incorrect. This needs to be corrected prior to
implementation.

Given the opportunity to rebase the DRG system, CMS should strive for creating a
system that improves payments based on data that does not include the obvious flaws
listed above. This should be done immediately and hospitals should be allowed to
comment on the corrected data. As a result, any implementation would need to be
delayed at least one year.

DRG: Severity of Illness
There are a number of options being proposed for implementation of the HSRVcc

methodology and the severity-adjusted DRG system. The Regulatory Committee
strongly recommends that any changes to the DRG weights and classifications be
implemented simultaneously. However, the implementation should be delayed at least
one year and alternative methodologies should be considered. The current sixty day
implementation period would be extremely burdensome for hospitals to facilitate. CMS
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needs to extend the comment period to allow hospitals the time needed to evaluate the
effects of such drastic changes; particularly since they span multiple years.

It is our recommendation that prior to implementation CMS should consider multiple
options for rebasing the DRG system, rather than just the one option being proposed. In
the proposed rule, CMS is soliciting the provider community to comment on other
alternatives. Once these alternatives are presented to CMS, hospitals should have a
second comment period to review all of the alternatives presented as the result of the
proposed rule. Secondly, with the implementation of any system change this dramatic
there should be a testing period to ensure system integrity. During the implementation of
APC’s, the testing period identified a number of systemic issues that further delayed
implementation until August 1, 2000. Further, there are a number of system changes that
are scheduled to be implemented in the coming years, such as the UB04 claim form and
ICD 10 coding, in addition to the implementation of an electronic medical record system
at a number of hospitals. We encourage CMS to review the cost benefit of implementing
the HSRVcc methodology and a severity-adjusted DRG system in conjunction with the
UBO04 claim form and ICD 10 coding to help alleviate the additional cost of multiple
system upgrades both for the hospital and the Fiscal Intermediaries.

It is also unclear to us how this could affect the implementation of the MACs. Has CMS
considered the implications that a drastic change in the DRG system could have on the
upcoming formation of the MACs and the multiple FI/Provider changes that could occur?

Finally, the current 3M product is a proprietary product and not available in the public
domain by hospitals or our software vendors who develop and support our patient
accounting billing and case management software. Currently we do not have any access
to the underlying codes, conditions and edits utilized by 3M with its product as a

result we can not accurately comment on the interaction between severity and complexity
assoctated with individual claims and any correlation with resource assumption.
Although hospitals are not required to have a grouper, hospitals that hold compliance as a
top priority rely on a grouper/end coder to ensure that claims meet all edits prior to
submission. Any modifications to the DRG system should be non-proprietary.

Cost Based Weights: Outlier Threshold
Although CMS does not have the authority to change the outlier policy under current law,

it does not preclude the review of multiple options such as a DRG specific outliers or day
outliers. The Regulatory Committee recommends that CMS review these options as
viable alternatives if a severity-adjusted DRG system is implemented.

Occupational Mix Adjustment
As CMS moves forward with evaluating a severity-adjusted DRG system, we would ask

that the necessity of the occupational mix adjustment be reviewed. The purpose of the
occupational mix adjustment was to ensure that hospitals were not paid for the additional
resources needed for certain procedures in both the wage index and the resource based
DRG system. Is the occupational mix adjustment necessary if a severity-adjusted DRG
system is implemented?
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Wage Data
A basic review of the wage index data revealed that a number of hospital’s wage data was

outside three standard deviations in areas such as benefits as a percent of salaries,
contract labor hourly rates, and home office hourly rates. This data should be reviewed
further to determine whether it is reasonable and should be included in the wage index
calculation. Please see the attached analysis.

GME Payments

Our concern is that several types of graduate medical education activities are being
changed from patient care activities to solely direct medical education activities not as a
clarification, but as a new regulation. For example, “Morning Report” is a meeting that
most accredited graduate medical education (GME) programs have every day. The
purpose of the meeting is to manage patient care activities for the residents for the day
and include infection control and quality assurance activities that have been deemed
patient care related activities for all other hospital personnel since the establishment of 42
CFR 413.9. Another “conference” that is a regular part of many GME programs is the
Morbidity and Mortality conference which is a quality assurance conference held at the
hospital dealing specifically with quality assurance of the resident’s clinical practice.
These are only two of several “conferences” that are being misconstrued as didactic when
they are specifically patient care related.

During the per resident amount (PRA) audits for several of the hospitals in the Twin
Cities, independent research activity rotations (i.e. counted for FTE purposes) were
included in the direct medical education FTEs used to determine the hospital specific per
resident amounts. This independent research is a standard allowable elective rotation
within an ACGME certified program. Much of the research may happen at the hospital’s
medical library. Much of the research may happen at home at the resident’s study desk.
All of it has been included in the FTEs used to calculate the PRA amount. The
assumption made for PRA setting was that the activities were includable. Now we have a
clarification (new regulation) that states they are not includable. If this is a clarification
(new regulation) and we have a change of accounting method, we should consider a
change in the PRA amount for the hospitals that exclude these newly excluded FTE
amounts.

Operating Payment Rates
Outliers are necessary payments to cover the cost of providing necessary care to high-

cost patients. In the proposed rule there is data to support that in both 2005 and in 2006
CMS paid out less what was set aside for outlier payments. It is concerning that CMS
continues to increase the outlier threshold when it is evident that these funds are not
being fully utilized at the current thresholds.
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Thank you for your considerations of our comments. If you have any questions related to
these comments, I can be reached at (612) 262-4721.

Sincerely,

Ruwoc Crnaon_

Lissa Benson
Co-chair Regulatory Committee

Attachment
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Attachment A

PROV provname

140150 UIC MEDICAL CENTER

190199 VILLA FELICIANA 0.4818

230065 ST. JOHN NORTHEAST COMMUNITY HOSP 0.4638

510077 0.4636

180069 0.4593

050145 COMMUNITY HOSP. MONTEREY PENINSULA 0.4528

240019 0.4374

360096 E. LIVERPOOL CITY HOSPITAL 0.4370

230222 MIDMICHIGAN MEDICAL CTR 0.4305

180050 0.4298

050546 PORTERVILLE DEVELOPMENTAL CENTER 0.4232

240010 0.4170

330403 MONROE COMMUNITY HOSPITAL 0.4145

010108 PRATTVILLE BAPTIST HOSPITAL 234.27

370083 PUSHMATAHA HOSPITAL 217.89

110100 JEFFERSON HOSPITAL 210.08

010100 THOMAS HOSPITAL 178.99

450754 170.66

050714 SUTTER MATERNITY & SURGERY CENTER 1683.64

450188 160.86

010001 SOUTHEAST ALABAMA MEDICAL CENTER 158.84

350003 143.38

190184 CITIZENS MEDICAL CENTER 141.73

180035 141.22

370015 MAYES COUNTY MEDICAL CENTER 139.36

010110 BULLOCK COUNTY HOSPITAL 135.98

260015 134.25

370084 HASKELL COUNTY HOSPITAL 133.78

240056 131.73

390058 129.43

450102 413.04

510007 ST. MARY'S MEDICAL CENTER, INC. 21428

510071 BLUEFIELD REGIONAL MEDICAL CENTER 108,24

110190 FLINT RIVER COMMUNITY HOSPITAL 162.24

140213 SILVER CROSS HOSPITAL - 177.08

140091 CARLE FOUNDATION HOSPITAL 170.00

050039 ENLOE MEDICAL CENTER 164.87

510053 ST. JOSEPH'S HOSPITAL 187.24

330394 UNITED HEALTH SERVICES HOSPITALS 183.24

170006 151.34

320001 146.78

140063 OAK PARK HOSPITAL 139.97

390115 FRANKFORD HOSPITAL 139.49

050502 ST. VINCENT MEDICAL CENTER 136.06

050104 ST. FRANCIS MEDICAL CENTER 136.06

050420 ROBERT F. KENNEDY 136.06

090001 130.01

mean 0.2480 50.35 49.22

standard deviation 0.0542 25.42 25.56
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C. R. Bard, Inc.
730 Central Avenue

Murray Hill, NJ 07974 %

June 9, 2006

The Honorable Mark McClellan
Administrator

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

RE: CMS-1488-P: Comments on Medicare Program,; Proposed Changes to the
Hospital Inpatient Prospective Payment System and Calendar Year 2007 Rates

Dear Dr. McClellan:

On behalf of C. R. Bard, Inc., I am pleased to offer the following comments on the April
25, 2006 proposed rule for the Medicare hospital inpatient prospective payment system
(Federal Register, Vol. 71, No. 79). This rule proposes a number of significant
refinements to the diagnosis-related group (DRG) system.

One of the key payment refinements addressed in the proposed rule is a quality
adjustment in DRG payments for certain conditions, including hospital-acquired
infections, that were not present on hospital admission. This payment adjustment, a
requirement of section 5001(c) of the Deficit Reduction Act of 2005, is scheduled to
become effective for Medicare payments made in FY 2008. Bard’s comments relate to
this quality adjustment.

For more than 95 years, C. R. Bard, Inc. has committed its resources to creating
innovative products and services that meet the needs of healthcare providers and patients.
Today, Bard is a leading multinational developer, manufacturer, and marketer of
innovative, life-enhancing medical technologies in the fields of vascular, urology,
oncology and surgical specialty products. Bard is committed to advancing the
technology of diagnosis and intervention to help reduce healthcare costs and improve
patient outcomes. Founded in 1907, C. R. Bard has facilities in eight U. S. locations and
in 20 other countries around the world, and employs more than 8,100 people.

Value-Based Purchasing / Quality Adjustment for Hospital-Acquired Infections

Section 5001(c) of the Deficit Reduction Act of 2005 (Public Law 109-171) encourages
hospitals to avoid preventable complications by not allowing them to benefit from higher




payment associated with infections acquired during a hospital stay. Bard supports the
emphasis Congress has placed on preventing hospital-acquired infections—and finds it
long overdue.

According to the Centers for Disease Control and Infection, these conditions account for
an estimated 2 million infections, 90,000 deaths, and $4.5 billion in excess health care
costs annually in this country. And much of the financial burden resulting from hospital-
acquired infections is borne by public programs like Medicare and Medicaid.

To focus on one state’s experience, a recent study by the Pennsylvania Health Care Cost
Containment Council found that there were 7.5 hospital-acquired infections per 1,000
admissions in Pennsylvania hospitals in 2004, and that Medicare and Medicaid were
billed for 76 percent of the reported 11,668 hospital-acquired infections in the state.
These infections led to more than 1,500 deaths, over 200,000 additional hospital days,
and $2 billion in additional hospital charges. But the patient safety and financial impact
of hospital-acquired infections appears to be even bigger than originally reported. During
the first nine months of 2005, hospitals identified 13,711 hospital-acquired infections,
compared to 11,668 for all 12 months of 2004.

Bard believes that studies, like the Pennsylvania report, have been helpful in convincing
policymakers of the need for new payment approaches that reward performance. We at
Bard believe that section 5001(c) will spur hospitals to take long-overdue action—in the
training they provide care-givers, and in the technologies they use to reduce the rate of
hospital-acquired infections.

We understand that the first step in implementing section 5001(c) is to identify by
October 1, 2007, at least two high-cost or high-volume conditions (or two conditions that
are both high-cost and high-volume), preventable through the application of evidence-
based guidelines, that are present as a secondary diagnosis, and that result in the
assignment of a case to a DRG with a higher payment rate. We encourage CMS to focus
on DRGs that are differentiated based on the presence or absence of a complication or a
co-morbidity (CC). There are more than 100 pairs of such DRGs, where the DRG that
contains the complication or co-morbidity has the higher payment rate. We think that
CMS should not pay the higher-cost DRG if a hospital-acquired infection is the reason
for the complication or a co-morbidity (CC) and assignment to a higher-paying DRG.

In particular, we believe that CMS should seriously consider focusing on nosocomial
infections, particularly urinary tract infections (UTIs) in response to the section 5001(c)
requirement. We understand that there is a significant variation among hospitals
infection rates in this area. Further, there is a literature showing that hospital staffing
levels, hospital training and safety practices, and the choice of medical technology (e.g.,
the use of silver-alloy coated drainage catheters instead of standard urinary drainage
catheters) all result in a reduction of nosocomial UTI rates.

For these reasons we recommend that CMS prevent the secondary diagnosis codes for
UTI (e.g., ICD-9-CM codes 599.0, urinary tract infection, and 996.64, infection and



inflammatory reaction due to indwelling urinary catheter) from being used as
complications that result in the assignment of cases to higher-cost DRGs due to the
presence of a complication or a co-morbidity (CC).! Doing this would create incentives
for hospitals to take the staffing, training, and technology utilization steps needed to
reduce the incidence of hospital-acquired infections.

ok ok ke ok ok

Thank you for considering these comments and recommendations. We at Bard stand
ready to assist you if you have any questions. Do not hesitate to call (908-277-8170) or
e-mail me (david.parr@crbard.com) at your convenience.

Sincerely;

David Parr
Vice President of Reimbursement

' See, for example a recent paper by Jerry Stringham and Nancy Young, “Using MedPAR Data as a
Measure of Urinary Tract Infection Rates: Implications for the Medicare Inpatient DRG Payment System,”
Perspectives in Health Information Management, 2;12 (Fall, 2005).
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Pennsylvania

. Gordon H. Baltuch, M.D., Ph.D., FRCS (C)
H 0.§p\ ) t a l Assistant Professor of Neurosurgery
@ University of Pennsylvania Health System Penn Neurological Institute at

Pennsylvania Hospital

June 7, 2006

RE: CMS-1488-P
DRG’s NEUROSTIMULATORS

To Whom It May Concern:

I am Gordon Baltuch, a neurosurgeon, at Pennsylvania Hospital. In this capacity, I have seen the
profound impact that Deep Brain Stimulation (DBS) has to change the quality of life of a patient suffering
from a debilitating movement disorder.

Deep Brain Stimulation is a time consuming venture and it is the most technically demanding
operation that I perform as a neurosurgeon. When we do DBS surgery at our institution, it is not unusual
that the success of the operation will be dependent on the efforts of 20-30 individuals that represent my
team. These surgeries require hours of planning that is not currently reflected in the current
reimbursement scheme. It is not unusual for a Deep Brain Simulation electrode implant surgery to take
5-8 hours of my time.

It is my opinion that unless this therapy is moved into a clinically coherent DRG which
adequately reflects the cost associated with a full system Kinetra implant, financial barriers will impact
our ability to provide this life changing therapy to Medicare patients that desperately need our help.

With the expiration of the New-Tech Add-On Payment, we are concerned that full-system
Kinetra implants will be inadequately paid in their current DRG’s, 001 and 002.

CMS acknowledged that the average charges for full-system Kinetra cases in DRG 001 are
comparable to cases in DRG 543; however, they proposed no change for FY07. We encourage CMS to
move full-system Kinetra cases into DRG 543 in FY07 given the similarity of resource consumption.

CMS proposed implementation of consolidated severity adjusted DRG’s in FY08 or earlier.
However, severity-adjusted DRG’s do not account for technologies such as Kinetra. We encourage CMS
to make the appropriate adjustments for innovative technologies such as Kinetra to consolidated severity-
adjusted DRG’s before implementing them.

Gordon H. Baltuch, MD, PhD, FRCS (C)
Associate Professor of Neurosurgery

330 South Ninth Street * Philadelphia, PA 19107 « (215) 829-7144 ¢ Fax: (215) 829-6645
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UNIVERSITY OF
PENNSYLVANIA
HEALTH SYSTEM Ralph W. Muller

Chief Executive Officer

June 9, 2006

Mark B. McClellan, M.D., Ph.D.
Administrator

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

P.O. Box 8011

Baltimore, MD 21244-1850

RE: CMS-1488-P
Medicare Program; Proposed Changes to the Hospital Inpatient Prospective Payment
Systems and Fiscal Year 2007 Rates; Proposed Rule

Dear Dr. McClellan:

Thank you for the opportunity to comment on the proposed rule (71 FR 23995-24550, April 25,
2006) for the Hospital Inpatient Prospective Payment System. The University of Pennsylvania
Health System (UPHS) serves the Greater Philadelphia area through three teaching hospitals,
offering a full range of acute and post-acute services. Combined, our hospitals admit over
15,000 Medicare Beneficiaries on an annual basis and provide training to over 900 interns and
residents.

1. PROPOSED CHANGES TO DRG CLASSIFICATIONS AND RELATIVE
WEIGHTS

We commend CMS for its efforts to modify the existing DRG payment system to make
payments for inpatient hospital services equitable and fair. While we may dispute the
methodology for developing the new DRG weights, we do agree that the existing system needs
to be refined.

a. HSRV WEIGHTS

Cost-to-Charge Ratio Inconsistency - We believe that the methodology employed to
determine the new DRG weights is inherently flawed. First, we do not dispute the
use of MedPAR charge data for the purpose of grouping charges into one of the 10
Cost Center Charge Groups. The flaw that we see is when these charges are

21 Penn Tower * 3400 Spruce Street  Philadelphia, PA 19104-4283 « Phone: 215-662-2203 » FAX: 215-662-7625
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converted to cost. There is not a consistent matching of MedPAR charges to the costs
and charges taken from the HCRIS files.

For example, we informally surveyed several hospitals within the Philadelphia area
and found that nearly all of our peers included Cardiac Catheterization on line 59 of
the Medicare Cost Report. According to the Table on page 24009-24010, Cardiology
MedPAR charges are grouped to the Cardiology Cost Center, but line 59 from the
Medicare Cost Report is included in the “Other Services and Charges” Cost Center.

Applying the MedPAR charges to a cost-to-charge ratio that does not include those
charges goes against all principles of matching revenues and expenses. This may
help to explain why the proposed DRG weights for Cardiac DRGs experienced some
of the largest declines from the existing weights. In the case of our three hospitals,
the cost-to-charge ratios for Cardiac Catheterization are significantly higher than the
cost-to-charge ratios for Lines 53 and 54 (EKG and EEG). Thus, the Cardiology Cost
Center costs for each DRG would be understated because the Cardiac Catheterization
MedPAR charges are being applied against a cost-to-charge ratio that does not
include Cardiac Catheterization services.

When the Medicare Cost Report is prepared, hospitals are required to assign a four-
digit CMS code that describes the nature of a sub-scripted or additional, cost report
line. Below, we have reproduced the Medicare Cost Report Instructions that outline
the use of the cost center code. We recommend that any matching of HCRIS data to
MedPAR data should use the cost center code rather than the Medicare Cost Report
Line. This will ensure proper matching of MedPAR Charges to the relevant cost-to-
charge ratios.

“Standard (i.e., preprinted) CMS line numbers and cost center descriptions cannot be changed. If
you need to use additional or different cost center descriptions, add additional lines to the cost
report. Where an added cost center description bears a logical relationship to a standard line
description, the added label must be inserted immediately after the related standard line. The
added line is identified as a numeric subscript of the immediately preceding line. For example, if
two lines are added between lines 7 and 8, identify them as lines 7.01 and 7.02. If additional lines
are added for general service cost centers, add corresponding columns for cost finding.

Cost center coding is a methodology for standardizing the meaning of cost center labels as used by
health care providers on the Medicare cost reports. Form CMS-2552-96 provides for 90
preprinted cost center descriptions on Worksheet A. In addition, a space is provided for a cost
center code. The preprinted cost center labels are automatically coded by CMS approved cost
reporting software. These 90 cost center descriptions are hereafter referred to as the standard cost
centers. An additional 57 nonstandard cost center descriptions have been identified through
analysis of frequently used labels.”

Timeliness of Cost Data — The application of FY 2004 MedPAR charge data against
cost-to-charge ratios calculated using FY 2003 Cost Reports does not consider the
fact that many new technologies (especially drug-eluding stents and other cardiac
implantable devices) were just emerging in FY 2004. Thus, the charges exist for
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these items in FY 2004, but the often very high cost of these items was not present in
FY 2003, which means that the DRGs utilizing these devices have costs which are
understated. This may help to explain why the DRGs for Cardiac procedures seem to
be experiencing the greatest decline under the proposed changes.

National Average Cost-to-Charge Ratio — We disagree with the use of the geometric
mean cost-to-charge ratio for each of the 10 cost centers. Using a geometric mean
without giving any weight to volumes means that the ratios of a small rural hospital
will carry as much weight of a large urban teaching hospital. Furthermore, we agree
with the decision to remove the cost report data for certain classifications of hospitals
(IRFs, IPFs, LTCHs, etc.) and the decision to remove any ratios that were either less
than 0.01 or greater than 10. However, we do not agree with the exclusion of
additional data merely because it does not fit within 1.96 standard deviations from the
mean.

b. DRGs: Severity of Illness

We are in agreement with the MedPAC recommendation of moving to a DRG system
that more accurately reflects the variation of severity within a particular diagnosis
group. However, we have several concerns with how this will be achieved. First, and
foremost, is the ability of providers to model the prospective modifications. Only
through great expense and effort (from obtaining detailed MedPAR data to obtaining
APR-DRG grouping software from 3M) can hospitals fully understand the magnitude
and the scope of what CMS has proposed. Second, we are concerned with the
relative short period of time to fully model and understand the impact of such a
sweeping reform of the Medicare payment system as well as the lack of any transition
period to any new payment system.

While 3M did offer a web site for grouping claims into an APR-DRG, it was limited
to only calculating one claim at a time. With more than 15,000 Medicare claims
annually, a single claim entry process does not support the ability to provide a timely
analysis of the proposed changes. Even then, the APR-DRG would have to be
matched to the corresponding CSA-DRG using the crosswalk published in Appendix
D of the Federal Register. This appendix was not made readily available in a usable
electronic format, so the matching would have to be done manually. Once matched to
the CSA-DRG, the related weight could be retrieved from the file of CSA-DRG
weights that was made available on the CMS web site, but not mentioned in the
Federal Register. Clearly, this represents not only an administrative, but also a
financial burden to any hospital that seeks to understand the potential impact to
Medicare payments.

With respect to implementation of both the HSRV cost-based DRG weights and the
CSA-DRG methodology, we are strongly in favor of a transition period. Significant
Medicare payment changes in the past have almost always been accompanied by
some sort of transition mechanism to mitigate any large variation in payment from
one year to the next. Inpatient Rehabilitation PPS, Inpatient Psychiatric PPS, Skilled
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Nursing Facility PPS and Inpatient Hospital Capital PPS have all had transition
periods of varying length (from 2 years to 10 years). Clearly, such a sweeping reform
would warrant a transition period as well.

2. OPERATING PAYMENT RATES
a. FY 2007 Outlier Fixed-Loss Cost Threshold
Under the Medicare inpatient prospective payment system, if the costs of a particular
Medicare case exceed the relevant DRG operating and capital payment (including any
disproportionate share (DSH), IME, or new technology add-on payments) plus an
outlier threshold, the hospital will receive an outlier payment. This payment equals
80 percent of the case’s costs above the threshold calculation.

The outlier fixed-loss cost threshold is set at a level that is intended to result in outlier
payments that are between five and six percent. Outlier payments are budget-neutral.
Each year the Agency reduces the inpatient standardized amount by 5.1 percent and
estimates a cost threshold that should result in outlier payments that equal 5.1 percent.

The proposed rule would increase the fixed-loss cost threshold for outlier payments to
be equal to a case’s DRG payment plus any IME and DSH payments, and any
additional payments for new technologies, plus a $25,530 outlier threshold, an
increase of 8.2 percent over the FFY 2006 threshold of $23,600.

CMS proposes an increase to the threshold even though the Agency estimates that
outlier payments for FFY 2006 will represent only 4.71 percent of actual total DRG
payments. Further, CMS estimates that outlier payments represented only 4.1 percent
of total DRG payments in FFY 2005 and, according to the August 12, 2005 final rule,
only 3.52 percent of total DRG payments in FFY 2004 (70 Fed. Reg. 47496).
Because outlier payments were less than the 5.1 percent reduction to the standardized
amount, the result is less total Medicare payments to hospitals in all three consecutive
years, contrary to the intent of the outlier payment policy.

We believe the FFY 2007 cost threshold must be reduced. CMS relies only on charge
inflation to determine projected increases in per case costs, which determines outlier
payment outlays. Along with the American Hospital Association (AHA), and
Federation of American Hospitals, the Association of American Medical Colleges
(AAMC) conducted an analysis that incorporates both cost and charge inflation,
which we believe makes the threshold calculation more accurate and reliable. Using
this methodology, the threshold should be $24,000 for FFY 2007. We urge you to
review and give serious consideration to the methodology, as described in more detail
in the AHA’s comment letter.

3. OTHER DECISIONS AND PROPOSED CHANGES TO THE IPPS FOR
OPERATING COSTS AND GME COSTS

a. GME Payments
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We strongly urge the Agency to rescind the purported “clarification” in the proposed
rule that excludes medical resident time spent in didactic activities in the calculation
of Medicare direct graduate medical education (DGME) and indirect medical
education (IME) payments. The stated rationale for the exclusion of time devoted to
these activities is that they are not “related to patient care” The proposed rule cites
journal clubs, classroom lectures, and seminars as examples of didactic activities that
must be excluded when determining the full time equivalent resident counts for all
IME payments (regardless of setting), and for DGME payments when the activities
occur in a nonhospital setting, such as a physician’s office or affiliated medical
school.

Interns and Residents’ time is often assigned in monthly, or even weekly, rotation
blocks. Among the more than 50 accredited programs at our hospitals, very few of
the programs share similar rotation blocks; some even differ by Program Year. For
example, the Emergency Medicine residents follow a schedule that is made up of 13
blocks that each last for 28 days, while Dermatology residents utilize a schedule made
up of 52 weekly periods. Training opportunities such as conferences and journal
clubs are not included on the rotation schedules. When such activities are held, the
resident is still responsible for answering pages and responding to emergency calls,
just as they would be if they were eating breakfast, lunch, or dinner at the hospital.
The exclusion of this time from IME not only doesn’t make sense, but it would seem
to create an undue record keeping burden on hospitals and the intermediaries that
would have to audit said records.

The proposed rule position is in stark contrast to the Agency’s position as recently as
1999, at which time the Director of Acute Care wrote in correspondence that patient
care activities should be interpreted broadly to include “scholarly activities, such as
educational seminars, classroom lectures . . . and presentation of papers and research
results to fellow residents, medical students, and faculty.” [September 24, 1999
Letter from Tzvi Hefter, Director, Division of Acute Care to Scott McBride, Vinson
& Elkins].

We support the Agency’s 1999 position. The activities cited are an integral
component of the patient care activities engaged in by residents during their residency
programs. We urge CMS to withdraw its clarification in the proposed rule relating to
the counting of didactic time for purposes of DGME and IME payments and
recognize the integral nature of these activities to the patient care experiences of
residents during their residency programs.

4. PROPOSED CHANGES TO HOSPITAL WAGE INDEX
a. Occupational Mix Adjustment

Notwithstanding the recent Provider Reimbursement Review Board (PRRB) decision
regarding the full implementation of the Occupational Mix Adjustment in the FY
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2007 IPPS rate-setting process, we disagree with the lack of adequate notice and
sufficient time to fully comply with the new reporting requirement. In past years,
there was always adequate time for the submission, review and correction of wage
index data. As a result, there were very few surprises when the proposed rules were
published since both the provider and intermediary had more than enough time to
resolve any and all errors.

Condensing the submission, review and correction period into less than 60 days has
the potential to produce errors that could unfairly redistribute payments. We urge
CMS to consider either delaying the implementation of the occupational mix
adjustment, or to consider allowing retroactive changes to the adjustment should
errors be discovered after the fact.

Thank you again for the opportunity to comment on this proposed rule. If you have questions
regarding anything I have commented upon, please do not hesitate to contact me at 215-662-
2203.

Simyerely,
l LW W‘ T O
Ralph . Muller

cc: Michael Leavitt, Secretary of Health and Human Services
Robert Portman, Director of Office of Management and Budget
Robert Dickler, Association of American Medical Colleges
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HEALTH CARE Post Office Box 17500
Pensacola, Florida 32522-7500

Phone 850 434 4011
June 12, 2006

Mark B. McClellan, MD, PhD
Administrator

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

P.O. Box 8010

Baltimore, MD 21244-1850

Re: Proposed Changes to the Hospital Inpatient Prospective Payment Systems and
Fiscal Year 2007 Rates
Docket Number: CMS -1488-P

Dear Dr. McClellan:

Baptist Hospital appreciates the opportunity to submit comments related to the proposed
2007 Centers for Medicare and Medicaid Services (CMS) Hospital Inpatient Prospective
Payment System (IPPS), released on April 12, 2006 and published in the Federal
Register on April 25, 2006.

Baptist Hospital is a 492 bed tertiary care hospital, the largest in the Baptist Health Care
network. Baptist Hospital provides a full range of medical, surgical, obstetrical and
cardiovascular services. Specialized critical care is provided by the hospital's emergency
center and three intensive care units: coronary, surgical and neurological intensive care.
One of Baptist Hospital’s greatest strengths is its commitment to quality and excellence.
We believe, as a 2003 Malcolm Baldrige National Quality Award winner, we have
demonstrated this commitment to excellence. Baptist Hospital, Inc. received the highest
honor given to American businesses, the Malcolm Baldrige National Quality Award. We
also demonstrate our commitment to excellence every day in the way we treat our
patients and have remained in the top 1%, in the nation, in Patient Satisfaction as rated
by the Press Ganey survey tool. In addition, Baptist has been named one of Fortune’s
Top 100 companies to work for, in the country, for the past five consecutive years. Our
Cardiac program, HeartFirst, is an extensive and complete system of heart-related
services provided by Baptist Health Care. Our mission is to provide the highest quality
cardiac care and to prevent needless death and disability from heart disease. Baptist
Hospital was named one of the nations 100 Top Cardiovascular Hospitals as part of a
study featured in Modern Healthcare magazine. One of only 30 community hospitals
included on the list, Baptist performed better than its peers in four areas examined by the
study: mortality rates for heart attacks, congestive heart failure and coronary artery
bypass grafts and wage- and severity-adjusted average cost.
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We appreciate the considerable effort you and your staff members have put into the
development and improvement of the inpatient prospective payment system (IPPS) and
specifically recognize the need to continually evolve the payment system to reflect the
current landscape within the field of medical services. We further recognize the
significant complexities associated with gathering reasonably accurate cost data — data
that should serve as the foundation of payment systems such as the proposed IPPS.

Origins of the Proposal

CMS is proposing to make the most significant changes to the hospital inpatient payment
system since the late 1980s. The proposed changes appear to have their roots in the
Medicare Payment Advisory Commission’s (MedPAC) 2005 Report to Congress on
Medicare payments for a certain subset of “specialty” hospitals. The MedPAC report
raised concerns that the specialty hospitals were selecting the most profitable cases in
their area and leaving the other acute care hospitals with less profitable services. Rather
than addressing this issue of specialty hospitals in independent fashion, MedPAC
recommended changing the payments for ALL acute care hospitals to reduce the
incentives in the overall inpatient payment system that fueled the growth of specialty
hospital facilities.

CMS should certainly weigh the issues and concerns raised in the MedPAC report when
considering policy changes. However, the proposed changes to the inpatient payment
system are the equivalent of throwing the baby out with the bath water. Efforts to address
issues identified in the MedPAC report should begin and end with the specialty hospital
subset and should not occur in conjunction with payment systems at large for all other
hospital facilities.

Issues with the proposed IPPS

Setting aside the issues associated with specialty hospitals, Baptist Hospital notes two
major areas of concern with the proposed IPPS. First, the proposal incorporates an
estimated “cost-based” system, rather than a charge-based system for determining the
payment weights for each patient category in 2007. Second, the proposal endeavors to
change the method of identifying the variation in patients’ severity of illness that would
be implemented in 2008, or potentially 2007. Each change is significant and in previous
years would be considered a major modification to the payment system. Proposing both
changes in a single regulation, with implementation in 2007, is unprecedented.

Estimated, not Actual, Costs

CMS proposes to base payments on “costs”. In many senses, this is a positive move and
is consistent with how private insurers handle costs associated with technology.
However, the primary difference between CMS’s proposed methodology and the private
insurers is the timing of cost data. Private insurers are utilizing data in real-time and are
paying actual invoice costs for technology used in the care of patients. In CMS’s
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proposal, the “cost” for a particular category of patients is not an approximation of the
actual price the hospital pays for the items and services required to treat patients, rather it
is a rough approximation of costs. To calculate the cost estimates for Fiscal Year 2007
payments, CMS proposes to utilize hospital claims data from Fiscal Year 2005 and
hospital cost reports from Fiscal Year 2003. The cost reports provide the actual costs and
the actual charges for all patients (non-Medicare and Medicare patients). The use of any
data from Fiscal Year 2003 fails to account for current technology costs — namely drug-
eluting stents and bi-ventricular pacemakers/defibrillators, mainstays in the cardiac care
landscape. As such, the estimates on cost that CMS will use to put forth its rates in 2007
will necessarily be incorrect and will inadequately compensate hospitals for the care of
Medicare patients.

It is widely known that hospitals across the country do not use a uniform approach to
mark-up strategies for technology. Higher cost technologies, such as those used in the
treatment of cardiac patients, are often marked up a lower rate than lower cost items. This
leads to an inappropriate reflection of cost when attempting to apply derived averages.
The following table demonstrates this principle and points out that high-cost technology
such as defibrillators and drug-eluting stents would be unfairly accounted for in the
proposed reimbursement methodology, causing hospitals to lose substantially with these
technologies. This example also highlights why cost reports were never intended to be
utilized for the sake of developing accurate procedure specific payment rates.

Impact of Assuming Uniform Mark-up in Estimating Costs

Actual Charges CMS CMS Delta

Acquisition Hospital After Derived  Estimated Costs Between

Cost Marﬁ-U Mark-U Average Based on Avg CMS to

P P Mark-Up Mark-up Actual
Dual Chamber ICD $20,000 200% $40,000 267% $14,998 $5,002
Bi-Ventricular ICD $28,000 200% $56,000 267% $20,997 $7,003
Drug-Eluting Stent $2,500 200% $5,000 267% $1,875 $625
Other supplies $8 400% $32 267% $12 (34)

Gross Impact on Cardiac Care

The impact of the CMS proposal will reduce reimbursement to cardiac services across all
hospitals by approximately 10%. Application of hospital specific values to the current
DRG system would result in an overall average decrease of approximately 6% to surgical
DRGs, while increasing medical DRGs by 6%. In addition, technology intensive DRGs
will also be significantly reduced under the CMS proposals. As a result of these changes,
the proposed DRGs for stents will be reduced 24 to 34%, ICD implants will be reduced
22 to 24% and pacemakers will be reduced 12 to 14% severely impacting these services.
These proposed reductions to cardiac services are severe and are not rooted in any type of
realistic mechanism for assessing costs to provide treatment. While it is appropriate to
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pursue a better understanding of actual costs to treat cardiac patients, any such efforts
must be made with the intention of producing accurate information — the end result may
well be an alteration in the existing infrastructure for cardiac services reimbursement.
However, the existing proposal simply cannot be implemented in its current form, as the
impact for cardiac programs across the country will be grave and may potentially limit
patient access to leading edge technology (because hospitals will not be able to
adequately recover their acquisition costs). This is clearly not what CMS intends to
achieve with this proposal. As such, delaying the implementation of any changes to
cardiac services reimbursement until such time as accurate and appropriate information
regarding costs to treat and manage patients with cardiovascular diseases can be compiled
is the only prudent approach that can be taken.

Summary

Again, Baptist Hospital appreciates the opportunity to provide our commentary on the
2007 CMS IPPS proposal. Baptist Hospital remains fully supportive of prospective
payment for hospital inpatient services, and commends CMS for its ongoing efforts to
ensure adequate reimbursement for all clinical services. Moreover, we recognize the
extremely complex issues involved in establishing appropriate reimbursement for
procedures performed in the inpatient setting. As such, Baptist Hospital remains
committed to working with CMS and other affected parties to ensure that hospitals
remain able to provide access to high quality cardiovascular care involving cutting-edge
technologies in all settings of care. Finally, Baptist Hospital supports CMS’s efforts to
ensure that Medicare beneficiaries have continued access to high quality, efficient, and
effective cardiovascular services.

Sincerely,
L.Andrew Te\'r%

Vice President
Baptist Health Care
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June §, 2006

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attn: CMS-1488-P

7500 Security Blvd, Mail Stop C4-26-05
Baltimore, MD 21244-1850

Subject: File code CMS-1488-9: Comments Related to Proposed Changes to the Hospital Inpatient Prospective
Payment Systems and Fiscal Year 2007 Rates

W.L. Gore & Associates, Inc. (Gore) is pleased to provide the attached comments on the proposed rule. Since 1974, Gore
has developed, manufactured and sold implantable medical devices, with a focus on cardiovascular implants for traditional
surgical vascular repair and recently, the less invasive endovascular approach for the repair of Aortic Aneurysms.

Endovascular Aortic Repair (EVAR) is relatively new and rapidly evolving; in fact upon implementation of IPPS 2007,
Gore’s “TAG” device for endovascular repair of Thoracic Aneurysm will enter its second year of “New Technology
Status.” In part, the relative “newness” of this technology may account for some of the significant issues raised by the
proposed rule, and addressed in the attached comments:

1) Classification - EVAR procedures are inappropriately classified in the proposed consolidated APR-DRG patient
classification system. We recommend preserving the current classification logic, grouping EVAR and Surgical treatment
together (Attachment A).

2) Severity of Illness - Patients undergoing EVAR procedures are inappropriately and disproportionately assigned to very
low Severity of Illness (SOI) levels. We recommend eliminating artificially low SOI levels that do not capture the inherent
complexity of these cases. (Attachment B)

3) Cost basis - Hospital costs for EVAR technology is significantly underestimated using the proposed HSRV
methodology. We recommend several methods that can be used to improve the accuracy of supply/equipment costs.
(Attachment C)

If implemented as proposed, the combined impact on reimbursement for a hospital with a typical EVAR caseload will
approach, or exceed, a 40% reduction from current levels. This is far beyond the incremental profit or loss situation that
hospitals expect to experience, or can tolerate, in a prospective payment system. Patient access will be severely reduced,
with a resulting shift back to traditional surgery — longer stays, more ICU, and greater nursing requirements.

Our goal with these comments is to illustrate, by way of example, the impact of very complex and compounding issues on a
specific set of services. We look forward to the opportunity to provide additional detail and have further discussion in
support of our comments.

Sincerely,

S TN TTTN—

Don Goffena B
Reimbursement Affairs

W.L. Gore & Associates, Inc.

928-864-2826

ASIA « AUSTRALIA - EUROPE «- NORTH AMERICA
GORE-TEX is a trademark of W.L. Gore & Associates, Inc.
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ATTACHMENT A
Reference: CMS-1488-P: “Refinement of DRGs: Severity of [llness”

COMMENT 1

Base classification of cases with procedures 39.71, 39.73 to proposed APR-DRG “Major Abdominal
Procedures”, is more appropriate than the currently proposed base classification.

The proposed rule contemplates utilization of a modified APR-DRG (“cAPR-DRG”) patient classification
system for the purpose of improving the correlation of reimbursement to a patient’s clinical status and
treatment. This comment recommends a correction regarding the proposed base classification for two
relatively new surgical procedures within MDC 05:

1) ICD-9 39.71 Endovascular implantation of graft in abdominal aorta (EVAR-AAA).

The base classification for this procedure would be more appropriately made to “Major Abdominal
and Thoracic Procedures” (cAPR-DRG 225-227). Under the current proposal, 39.71 is inappropriately
assigned to base classification “Other Vascular Procedures” (cAPR-DRG 234-236).

2) ICD-9 39.73 Endovascular implantation of graft in thoracic aorta (EVAR-TAA).
Under the current proposal, procedure 39.73 is not recognized as a valid procedure code. The base

classification for this procedure would be appropriately made to “Major Abdominal and Thoracic
Procedures” (cAPR-DRG 225-227).

These major points support the recommended correction of base classification:

e  Repair of the great vessels (aorta), whether by endovascular or the corollary traditional
open surgical technique, currently share the same base DRG classification “Major
Cardiovascular Procedures”, DRG 110/111.

e The continued classification of aortic aneurysm repair distinct from peripheral vessel
repair recognizes the significant clinical differences in disease state and treatment
required.

e Resources used in the endovascular repair of the great vessels are significantly greater
than those used in peripheral vessel repair.

Without correction, the proposed changes will reduce payment for the typical hospital EVAR case load by
an estimated 42% (Table 1). Hospitals will drastically restrict and/or eliminate the service. The resulting
shift back to open surgery as the only financially viable treatment alternative will increase the length and
intensity of stay, countering efforts of the healthcare system to reduce the need for more hospital beds and
scarce nursing resources.

/%

Table 1: Net Impact of classification for Abdominal Aortic Aneurysm (AAA) Repair in cAPR-DRG*

39.71 Endovascular Repair AAA 38.44 Open Surgical Repair, AAA
2006 CMS-DRG DRG (RW) % of Discharges DRG (RW) % of Discharges
(Classification: Major CV 110 (3.9587) 66% 110 (3.9587) 85%
Procedure) 111 (2.4488) 33% 111 (2.4488) 15%
Weighted Avg RW (e§)*** 3.4208 ($16,185) 3.7322 ($17,659)
39.71 Endovascular Repair AAA** 38.44 Open Surgical Repair, AAA
234 (1.5918) 44% 225 (1.9777) 10%
CN{S mep,oséd ?PR—DII‘G 235 (2.0045) 44% 226 (2.6456) 50%
e ety ¥ 236 (3.1716) 7% 227 (3.8085) 27%
205 (6.7708) 2% 205 (6.7708) 13%
Weighted Avg RW (e$)*** 1.9957 ($9747) 3.4269 ($16738)
Net change in RW (e$)*** 2% (-$6960) -8% (-$1,491)

* ICD 9 39.71 and 38.44, both with primary diagnosis 441.4, 2004 Medpar data

proposed APR-DRG based on proposed 2007 operating standardized amount, full update, $4884.

** Expected distribution to severity levels per Supplemental 2004 Medpar file. *** Estimated dollars for 2006 based on OSA $4731; est. for




SUPPORT FOR THE COMMENT

Background - ICD-9 procedure code 39.71 was implemented in October 2000, describing the
endovascular graft repair of Abdominal Aortic Aneurysm (EVAR-AAA). Effective October 2005, ICD-9
code 39.73 was implemented, recognizing the approval of this “interventional” technique for repair of
Thoracic Aortic Aneurysms (EVAR-TAA). This new class of surgical technology provides recognized
societal, patient and physician goals — reduced hospital stay and intensity, reduced risk of complications
and death resulting from treatment, and an alternative for many patients for whom limited or no suitable
options were previously available. EVAR technology accomplishes this by utilizing catheter-based
techniques with advanced radiologic and ultrasound imaging to minimize the invasive nature of traditional
open surgery — smaller incisions, reduced cardiopulmonary bypass and anesthesia, and less blood loss. The
significance of EVAR has manifested in other ways — the implementation of the “SAAAVE” AAA
screening benefit to increase early detection, management and timely treatment of this deadly disease; and
the implementation of “New Technology Status” for EVAR-TAA in order to help hospitals adopt this
costly new technology as they transition from the high labor content required for traditional surgical care to
more complex “technology content” represented by interventional techniques.

Current vs. Proposed Base Classification: Net Impact - Under both the current CMS and the
proposed cAPR-DRG system, assignment of surgical cases is made based on the reason for admission and
the type of procedure performed. We propose that the logic which currently groups both 39.71 and 39.73
(“EVAR?”), and the corollary traditional open surgical approach (38.44, 38.45), to the same base DRG
classification is the most appropriate, and should be applied in the cAPR-DRG system, if adopted.

This logic exists elsewhere in the proposed cAPR-DRG. For example, both surgical bypass of lower limb
vessels for occlusion (39.29) and corollary interventional procedure (39.90 non-coronary PTA, with or
without stent 39.90) are classified to cAPR-DRGs 234-236, “Other Vascular Procedures”.

Table 1 demonstrates the dramatic impact resulting from classification of EVAR-AAA from current DRG
110/111 “Major Cardiovascular Procedures”, to the proposed APR-DRG “Other Vascular Procedures”. The
reduction for EVAR-TAA is similar in magnitude. Such a dramatic change will encourage a shift back to
nursing intensive, prolonged hospital stays.

Table 1;: Net Impact of classification for Abdominal Aortic Aneurysm Repair in cAPR-DRG*

Endovascular Repair 39.71, AAA Open Surgical Repair 38.44, AAA
2006 CMS-DRG DRG (RW) % of Discharges DRG (RW) % of Discharges
(Classification: Major CV 110 (3.9587) 66% 110 (3.9587) 85%
Procedure) 111 (2.4488) 33% 111 (2.4488) 15%
Weighted Avg RW (e§)*** 3.4208 ($16,185) 3.7322 ($17,659)
Endovascular Repair 39.71, AAA** Open Surgical Repair 38.44, AAA
234 (1.5918) 44% 225 (1.9777) 10%
CMS Proposed APR-DRG | 335 (3 0045) 44% 226 (2.6456) 50%
e oy > [ 236 (3.1716) 7% 227 (3.8085) 27%
205 (6.7708) 2% 205 (6.7708) 13%
Weighted Avg RW (e$)*** 1.9957 ($9747) 3.4269 ($16738)
Net change in RW (e$)*** -42% (-36960) -8% (-$1,491)

* ICD 9 39.71 and 38.44, both with primary diagnosis 441.4, 2004 Medpar data

** expected distribution to severity levels per Supplemental 2004 Medpar file *** Estimated dollars for 2006 based on OSA $4731; est. for
proposed APR-DRG based on proposed 2007 operating standardized amount, full update , $4884




Proposed cAPR-DRG assignment clinically inappropriate - Based on the majority of
procedures and diagnoses which make up proposed cAPR-DRG “Other Vascular Procedures”, assignment
of EVAR to this classification is not appropriate. This classification consists almost exclusively of
treatments for occlusive pathologies of the lower limb; these have a far different clinical intensity than
treatment of aneurysm pathologies performed in the abdominal (AAA) or thoracic cavity (TAA).

Table 2 demonstrates that base classification “Other Vascular Procedures” essentially consists of
non-coronary, non-great vessel procedures, with the exception of 39.71.

Table 2: Majority Procedures in base classification cAPC-DRG “Other Vascular Procedures”

(top £80% shown)
Primary Discharges in cAPR-DRG
Procedure Description 234 235 236
3950 ANGIO OTH NON-CORONARY 12,758 17429 10556
3929 VASC SHUNT & BYPASS NEC 11,087 15319 10067
3971 ENDO IMPL GRFT ABD AORTA 5,694 5882 1252
3949 VASC PROC REVISION NEC 2,119 5828 2942
3818 LOWER LIMB ENDARTERECT 1,794 2098 999
3803 UPPER LIMB VESSEL INCIS 1,304 59 411
3808 LOWER LIMB ARTERY INCIS 852 1987 1077

2004 supplemental Medpar file

Similarly, Table 2A shows that peripheral atherosclerosis; embolism or other peripheral occlusive
pathologies represent the majority “reason for admission” (i.e. primary diagnosis) within this classification.

Table 2A: Majority Diagnoses in base classification cAPC-DRG “Other Vascular Procedures”

(top £80% shown)

Primary Discharges in cAPR-DRG
Diagnosis Description 234 235 236
44021 ATH EXT NTV AT W CLAUDCT 9,135 7645 899
4414 ABDOM AORTIC ANEURYSM 5,757 5860 971
99674 COMP-OTH VASC DEV/GRAFT 2,697 5978 1685
44422 LOWER EXTREMITY EMBOLISM 2,624 3770 1703
4439 PERIPH VASCULAR DIS NOS 2,361 2619 845
44022 ATH EXT NTV AT W RST PN 2,344 3770 692
4471 STRICTURE OF ARTERY 2,281 2380 483
44023 ATH EXT NTV ART ULCRTION 2,021 4681 1686
44020 ATHSCL EXTRM NTV ART NOS 1,892 2051 416
44421 UPPER EXTREMITY EMBOLISM 1,114 127 304
4423 LOWER EXTREMITY ANEURYSM 774 1054 208
44031 ATH EXT AUTOLOGS BPS GFT 731 842 240
9961 MALFUNC VASC DEVICE/GRAF 444 1123 352
4422 ILIAC ARTERY ANEURYSM 391 427 70
44030 ATHSCL EXTRM BPS GFT NOS 339 407 126
99662 REACT-OTH VASC DEV/GRAFT 152 2203 2425
44024 ATH EXT NTV ART GNGRENE - 1184 6638
44481 ILTAC ARTERY EMBOLISM - 582 154
9972 SURG COMP-PERI VASC SYST - 555 198




Resource utilization - The significant difference in treating the non-coronary, peripheral cases in
base classification “Other Vascular Procedures” versus EVAR is supported by the difference in resources
consumed. Table 3 shows that EVAR-AAA cases have from one-third to more than double the average
charge for all other procedures in 234-236. This contributes the relatively high COV. Likewise, EVAR-
TAA shows an even greater difference in average charge; a finding that is not unexpected since EVAR-
TAA met the significant “increased cost” threshold for the New Technology DRG Add-On payment.

Table 3: Avg. Charge* for EVAR vs. all other Cases Classified to 234-236
234 OTHER VASCULAR PROCEDURES SOI 1 (COV charges: .7261)

EVAR-AAA: 39.71 w/441.4 $54,800
EVAR-TAA: 39.79 w/441.01.441.1,441.2 ** $60,700
All other surgical procedures in cAPR-DRG 234 $26,600

235 OTHER VASCULAR PROCEDURES SOI 2 (COV charges. .7729)

EVAR-AAA: 39.71 w/441.4 $61,100
EVAR-TAA: 39.79 w/441.01.441.1,441.2%* $61,100
All other surgical procedures in APR-DRG 235 $35,178

236 OTHER VASCULAR PROCEDURES SOI 3 (COV charges: .8753)

EVAR-AAA: 39.71 w/441.4 $82,200
EVAR-TAA: 39.79 w/441.01.441.1,441.2** $100,900
All other surgical procedures in APR-DRG 235 $59,400

*claim charges from 2004 Supplemental Medpar all claims; not standardized
** 30 70 w/TAA Diagnoses used to identify EVAR-TAA. Charges for Endo TAA will be conservative (low)
due to clinical trial (pre-commercial) status in 2004.
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ATTACHMENT B

Reference: CMS-1488-P: “Refinement of DRGs: Severity of Illness”

COMMENT 2
Severitv of Illness (SOI) for cases involving procedures 39.71, 39.73 should at minimum be level 2 or

higher, reflecting inherent “complexity” of the patient condition and treatment used.

The proposed rule acknowledges that the proprietary algorithm used to determine severity of illness levels
may not recognize the “complexity” of treatment, resulting in an SOI that does not appropriately
accounting for the resources used. This comment suggests a simple adjustment to the algorithm:

ICD-9 39.71 Endovascular implantation of graft in abdominal aorta (EVAR-AAA), and
1CD-9 39.73  Endovascular implantation of grafi in thoracic aorta (EVAR-TAA), within the
appropriate base DRG classification (addressed in separate comment), should assign to SOI level
2 and higher, at minimum.

The following points support this suggestion:

e  While the SOI algorithm confirms that EVAR treatment reduces treatment-related complications
and concurrent patient severity, it does not acknowledge the hospitals resources used to achieve
that improvement.

e The “complexity” of EVAR cases, as measured by the surgical supplies used, are:

- essentially independent of SOI,

- represent 1/3-1/2 of total case charge,

- represent a Relative Weight of + 3 before any other costs (hospital days, etc.) are
considered (using CF of = $4800).

The elimination of SOI levels inadequate to cover at minimum hospitals supply costs for EVAR 39.71 and
39.73 will reduce this inequity.

SUPPORT FOR THE COMMENT
The clinical literature generally characterizes patients being considered for EVAR or Open Surgical (OS)

repair as having similar comorbid conditions. A review of almost 3000 clinical trial patients followed in
the Lifeline Registry' summarizes EVAR patients as slightly older and having more cardiac comorbidities
than the counterpart surgical group. With the exception of a small sub-population of patients who may
have conditions putting them at high risk for OS, the preponderance of clinical experience indicates that
patients being considered for reatment (e.g. before admission) with EVAR or OS are clinically similar.

In contrast, the proprietary SOI algorithm characterizes EVAR patients upon discharge as significantly less
severe than OS patients (Table 1). Severity as assessed by the SO, confirms the clinical experience,
demonstrating that EVAR treatment accomplishes its purpose — a reduction in the risk of procedure-related
complications (i.e. infection) which lead to higher SOI Jevels.

Table 1: SOI for EVAR and Surgical Repair for Aneurysm (AAA only shown)
APR-DRG EVAR-AAA | Severity | Surgical AAA APR-DRG
(RW) (39.71 w/441.4) | level | (38.44 w/441.4) (RW)
234 (1.5918) 44% SOI 1 10% 225 (1.9777)
235 (2.0045) 44% SO12 50% 226 (2.6456)
236 (3.1716) 7% SO13 27% 227 (3.8085)
205 (6.7708) 2% SOl 4 13% 205 (6.7708)




The shortcoming of the SOI is that it does not recognize “value” in the complications that are avoided, nor
the resources consumed in avoiding them. As proposed, severity classification will penalize hospitals for
offering EVAR treatment minimizing complicating conditions.

Table 2 shows that resources (measured as charges) for the “supply” (e.g. mostly implant device in EVAR)
are constant and independent of SOI. Different from non-EVAR cases, these charges represent a
significant portion of total resources. The difference in resource, whether expressed as cost or charge, is a
valid measure of “complexity” and should be a factor in establishing appropriate SOI levels for EVAR.

Table 2: Charges for EVAR and Surgical Repair of Aneurysm (AAA only
shown)
APR 234, SOI level 1 Total chg Supply chg Supply %
EVAR-AAA (39.71 w/441.4) $54,800 $32,000 58%
All other cases $26,600 $6,500 24%
APR 235, SOI level 2
EVAR-AAA (39.71 w/441.4) $61,100 $33,400 55%
All other cases $35,200 $7,000 20%
APR 236, SOI level 3
EVAR-AAA (39.71 w/441.4) $82,200 $31,800 39%
All other cases $59,400 $8,200 14%

The impact of artificially low SOI assignment is drastic. Using EVAR-AAA as an example, Table 3 shows
that under the proposed SOI and classification, reimbursement at level 1 and 2 is inadequate to cover even
the estimated average implant device cost. Because device utilization is relatively constant, and not linked
to SOI, the lowest SOI for EVAR should be established at a level that better reflects the base costs. SOI
level 1 in any DRG classification is inadequate.

Table 3: Est. Reimbursement vs. Known Supply (Implant Device)

APR 234, SOI level 1 Total chg Est. Reimb.*  Implant Cost
only

EVAR-AAA (39.71 w/441.4) | $54,800 [ $7,800 | $13,682
APR 235, SOI level 2

EVAR-AAA (39.71 w/441.4) | $61,100 | $9.800 | $13,682
APR 236, SOI level 3

EVAR-AAA (39.71 w/441.4) | $82,200 | $15,500 | $13,682

* using operating standardized amount, as proposed for 2007 (+ $4880)

Note on “implant cost” derivation: data source Hospital Supply Index, IMS Health, Inc., Dec. 2005. By
manufacturer, “Base” implant components as required to build aorto/bi-iliac prosthesis; supplemental
devices (extensions, etc.) allocated uniformly across number of base devices. Invoice cost of base +
supplemental then weight-averaged by manufacturer market share of 4 manufacturers.

Recommendation - For procedures 39.71 and 39.73, case “complexity” should be recognized by charges
or cost, and SOI levels representing Relative Weights significantly below that threshold should not be
assigned.




ATTACHMENT C

Reference: CMS-1488-P, comments on “HSRV weights”

COMMENT 3
For procedures 39.71 and 39.73, application of a “supplies and equipment” Cost/Charge Ratio (CCR) of .34

results in estimates of TOTAL supply cost less than actual implant device cost alone.

The proposed rule contemplates using a single CCR of .34 to derive hospital supply/equipment “cost” from claim
charges, as part of a shift from charge to “cost” as the basis for setting DRG relative weights (and hence payment).
For cases involving procedures 39.71 and 39.73, where the implant device alone represents more than half of total
supply charges, the result of applying a CCR of .34 is a dramatic underestimation of the hospital’s true cost. The
subsequent calculation of Relative Weights for the associated DRGs (or APR-DRGs) results in a built —in penalty
for hospitals providing these cases.

Table 1 illustrates this'discrepancy. Using a CCR of .34, the total imputed cost of the hospital’s consumption of
ALL equipment and supplies is EXCEEDED by the known (and verifiable) invoice cost of the Implant Device only:
* For39.71 (EVAR-AAA) the average implant-only invoice cost exceeds the estimated total supply cost by
20-30%
e For 39.73 (EVAR-TAA, proxy 39.79/441.2 in 2004) the average implant-only cost exceeds the estimated
total supply cost by over 200%. This despite the fact that during the clinical trial status in 2004, many
hospitals did not charge for the category B investigational device.

Table 1: Comparison of Actual Average Invoice Cost for Implant Device Only vs. Imputed All Device/Supply Cost

DEVICE
TOTAL Only Actual DEVICE
Medpar Medpar ALL  Est. Supply Avg. Cost >>
Case Total Supply/Equip "Cost" Via Invoice Total Est.
2008 Proposed cAPR-DRG Charges Charges CCR .34* Cost** Cost
234 OTHER VASCULAR PROCEDURES SOI 1
39.71 EVAR-AAA** w/441.4 $54,778 $32,045 $10,895 $13,682 +26%
39.73  EVAR-TAA *** (2004 proxy 39.79/441.2+) $60,687 327,307 $9,284 $20,400 +219%
All other procedures APR-DRG 234 $26,587 $6,523 $2,218 --
235 OTHER VASCULAR PROCEDURES SOI 2
39.71 EVAR-AAA** w/441.4 $61,066 $33,433 $11,367 $13,682 +20%
39.73  EVAR-TAA*** (2004 proxy 39.79/441.2+) $61,107 $21,554 $7,328 $20,400 +278%
All other surgical procedures APR-DRG 235 $35,178 $7,015 $2,385 -
236 OTHER VASCULAR PROCEDURES SOI 3
39.71 EVAR-AAA ** w/441.4 $82,176 $31,842 310,826 $13,682 +26%
39.73  EVAR-TAA *** (2004 proxy 39.79/441.2+) $100,898 $27,055 $9,199 $20,400 +222%
All other surgical procedures APR-DRG 235 $59,413 $8,160 $2,774 -

*From 2004 Supplemental Medpar, for "Supplies and Equipment" charge line items

** For AAA cases, invoice data source: Hospital Supply Index, IMS Health, Inc., Dec. 2005. Average cost of device/case as follows:
1. "Base" endoprosthesis for each of 4 manufacturers based on components required to implant full AAA device (1 Aortic trunk, 2 Iliac limbs)
2. “Ancillary” endoprosthesis (i.e. extensions, cuffs, etc.) utilization and prices (per manufacturer) are averaged across number of base units sold
3. Average IMPLANT DEVICE cost is weight-averaged by market share of 4 companies:
company A: 39%; company B: 32%; company C: 28%, company D: 1%
*¥* For TAA cases, costs from 2005 submission for New Technology DRG add-on, W.L. Gore & Associates, Inc. Proxy code in 2004 was 39.79 with diagnoses
TAA




Recommendation - The following techniques would improve the precision of a cost-based methodology:

1)
2)

3)

4)

Use publicly available hospital invoice cost data to confirm average estimated implant device cost.

Use claims from the 5% inpatient standard analytic file to provide a more detailed understanding of supply
charges at the line-iter level.

Use statistical techniques to establish differential “sub-CCRs” that address low-cost and high-cost devices
In 2 manner more consistent with actual hospital practice (i.e. $10,000 devices are not marked up the same
as a $100 guidewire).

Establish an “implant prosthesis only” revenue center (i.e. 278), so that a CCR could be developed with
specificity for the generally more costly implantable devices.
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June 9, 2006

Dr. Mark McClellan, M.D., Ph.D.
Administrator

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Hubert H. Humphrey Building, Room 443-G
200 Independence Avenue, SW

Washington, D.C. 20201

RE: CMS-1488—P — Medicare Program; Proposed Changes to the
Hospital Inpatient Prospective Payment System and Fiscal Year 2007 Rates;
Proposed Rule.

RE: DRG Reclassifications; EMTALA; Resident Time Spent in Non-patient
Care Activities as Part of Approved Residency Programs; Outlier Payments;
Health Information Technology; Hospital Quality Data; Value-Based
Purchasing

Dear Dr. McClellan:

Truman Medical Centers (TMC) appreciates the opportunity to submit comments
on the above-captioned Proposed Rule. ! Truman Medical Centers are academic
health centers in Kansas City, Missouri providing state of the art, quality health
care to our community regardless of ability to pay. As the Kansas City
community's core safety net hospital system, the majority of our patients are
uninsured or underinsured. Our comments follow:

e TMC supports CMS’ policy goal to increase the accuracy of current IPPS
payment methodologies, and we urge CMS to implement all DRG changes
effective October 1, 2006. Such accuracy is critical to the financial
stability of safety net providers who provide care without regard to the
relative profitability of IPPS payments. In order to ensure the most
accurate system possible, we encourage CMS to validate Hospital Specific
Relative Value (HSRV) weighting using hospital cost data.

e [t is critical that CMS not delay implementation of changes to the DRG
system beyond October 1, 2006. For example, mental health services have
been underpaid by the Medicare program for many years causing a mental

Primary Teaching Hospital for the University of Missouri-Kansas City Schools of Health Sciences
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health crisis in the Kansas City community where more than two-thirds of psychiatric beds
have closed in recent years. The shortage of inpatient mental health has resulted in
the overcrowding of TMC’s emergency room, as well as affecting our inpatient capacity.

TMC also supports movement to the new CSA-DRG system scheduled for implementation in
October 2007.

TMC urges CMS to instruct Medicare fiscal intermediaries to capture all diagnosis and
procedures codes available under the HIPAA electronic transaction standards.

TMC strongly su?ports CMS’ proposal to apply Emergency Medical Treatment and Labor
Act (EMTALA)™ transfer requirements to hospitals without dedicated emergency
departments. We strongly concur with CMS that EMTALA requires that all hospitals with
the capability to accept EMTALA transfers do so regardless of whether the facility has a
dedicated emergency department. We also urge CMS to more closely study emergency
transfer patterns of affiliated hospitals, and, if appropriate, prohibit through regulation the
selective transfer of patients based on insurance status. In addition, we also request that
CMS establish through regulation a minimum threshold of on-call coverage to ensure that
hospitals fulfill their EMTALA obligations to provide emergency screening and stabilization
services to all patients.

TMC urges CMS to rescind its clarification in the Proposed Rule related to the counting of
didactic time for purposes of DGME and IME payments and recognize the integral nature of
these activities to the patient care experiences of residents during their residency programs.

TMC opposes raising the outlier threshold and supports the American Hospital Association’s
(AHA’s) recommendation to utilize a methodology that incorporates both cost inflation and
charge inflation in calculating the outlier threshold. We believe the use of more than one
indicator will make the threshold calculation more accurate and reliable. To account for the
unspent outlier payments and attendant understated standardized amounts, TMC urges CMS
to retroactively adjust IPPS payments.

TMC believes that CMS has broad statutory authority to encourage and facilitate widespread
adoption of health information technology (HIT) through broad federal support such as a
comprehensive “Hill-Burton HIT Initiative.” Safety-net providers such as TMC that receive
a significant portion of their revenue through federal health care dollars and that operate with
limited resources should be one of the primary recipients of federal HIT funding, particularly
because low income and indigent patients treated by the safety net are more likely to directly
benefit from HIT reforms than other patient groups. TMC supports HIT demonstration
projects targeted at building an interoperable, national network of safety net providers.
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* TMC joins the AHA and the National Association of Public Hospitals in urging that CMS
require that hospitals only prospectively submit newly expanded quality measures. Thus, we
request that CMS require hospitals seeking a full market basket update to start submitting the
relevant data for all 21 measures for patients discharged beginning on or after July 1. We also
strongly urge CMS to review on a case by case basis any incidence where a hospital's
payment would be put in jeopardy as a result of the validation process.

* Finally, with regard to the development of pay-for-performance measures and value-based
purchasing systems, CMS should ensure such metrics include quantification of the disparities
in care experienced by patients of different races, ethnicities, and socioeconomic
backgrounds.

TMC appreciates the opportunity to submit these comments on the Proposed Rule. If you have any
questions about these comments, please contact me at (816) 404-3528.

Sincergly,

. Johnsbn
Chief Financial Officgr

AMlJ/gg/sh

1'The Consolidated Omnibus Budget Reconciliation Act of 1985, P.L. 99-272.
2171 Federal Register 23996 (May 25, 2006). Hereinafter “Proposed Rule.”
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Thomas Jefferson

University Hospitals Mark B. McCIellan, MD, Ph.D.
Thomas Jefferson Administrator
University Hospital Centers for Medicare & Medicaid Services
Department of Health and Human Services
. Attention: CMS-1488-P
s o o Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Methodist Hospital

Attention: CMS-1488-P “Resident Time in Patient Activities” and “DRG Weighting
and Classification Systems”

Dear Administrator McClellan:

Thomas Jefferson University Hospital (TJTUH) welcomes this opportunity to comment on
the Centers for Medicare & Medicaid Services’ (the Agency) proposed rule entitled
“Medicare Program,; Proposed Changes to the Hospital Inpatient Prospective Payment
Systems and Fiscal Year 2007 Rates.” 71 Fed. Reg. 23996 (April 25, 2006).

We strongly urge the Agency to rescind the purported “clarification” in the proposed rule
that excludes medical resident time spent in didactic activities in the calculation of
Medicare direct graduate medical education (DGME) and indirect medical education
(IME) payments. We also strongly urge the Agency to delay implementing both the
proposed DRG reclassification and the changes to the relative weights until FY 2008.

Resident Time in Patient Activities

The stated rationale for the exclusion of time devoted to these activities is that they are
not “related to patient care”. The proposed rule cites journal clubs, classroom lectures,
and seminars as examples of didactic activities that must be excluded when determining
the full time equivalent resident counts for all IME payments (regardless of setting), and
for DGME payments when the activities occur in a nonhospital setting, such as a
physician’s office or affiliated medical school.

The proposed rule position is in stark contrast to the Agency’s position as recently as
1999, at which time the Director of Acute Care wrote in correspondence that patient care
activities should be interpreted broadly to include “scholarly activities, such as
educational seminars, classroom lectures . .. and presentation of papers and research
results to fellow residents, medical students, and faculty.” [September 24, 1999 Letter
from Tzvi Hefter, Director, Division of Acute Care to Scott McBride, Vinson & Elkins].
Furthermore, the ACGME Common Requirements define Duty Hours as “...all clinical
and academic activities related to the residency program, i.e., patient care (both inpatient
and outpatient), administrative duties related to patient care, the provision for transfer of

www.JeffersonHospital.org 111 South 11th Street, Suite 2210, Philadelphia, PA 19107-5096
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patient care, time spent in-house during call activities, and scheduled academic activities
such as conferences. Duty hours do not include reading and preparation time spent away
from the duty site.” We support the Agency’s 1999 position. The activities cited are an
integral component of the patient care activities engaged in by residents during their
residency programs.

Proposed Changes to the DRG System

Restructuring the DRG system as proposed in the rule would represent the most
significant policy change to the IPPS since its inception. A change of this magnitude
warrants a thoughtful and thorough review by hospitals, a task not easily accomplished
during a 60-day comment period, given the complexity of the proposals. Implementation
of a “cost-based” DRG weighting methodology should be postponed for one year to
allow for further work. This change should then be implemented simultaneously with an
appropriate expansion of the current DRGs. In addition, a significant transition period
must accompany these changes given the magnitude of this proposed policy change.

We urge the Agency to withdraw its clarification in the proposed rule relating to the
counting of didactic time for purposes of DGME and IME payments and recognize the
integral nature of these activities to the patient care experiences of residents during their
residency programs. We also urge the Agency to delay implementing both the proposed
DRG reclassification and the change to the cost-based DRG weighting methodology until
FY 2008 and allow for a significant transition period associated with this policy change.

We thank you for the opportunity to share our comments on Resident Time in Patient
Activities and the DRG provisions of the proposed IPPS rule.

Sincerely,

. /7
e : <
L ,.f‘%/n % %

Thomas ¥ Lewis
President and Chief Executive Officer

TJL:HJL:g
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President and CEO

Sent Via Federal Express
June 8, 2006

Dr. Mark McClellan

CMS Administrator

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Room C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Re: File Code CMS-1488-P
Dear Dr. McClellan:

The Administration of Deborah Heart and Lung Center would like this opportunity to
comment on the “ HSRV weights” and “DRG Reclassification sections of the Proposed
Rule, 71 Federal Register 23996 (April 25, 2006). We have serious concerns regarding
the implementation of the proposed rule as it refers to the recalibration of the DRG rates,
especially as it affects an institution such as ours, which for over 80 years has continued
its founding mission of caring for those in need, regardless of ability to pay. The impact
of this change is very significant to our institution. We recalculated our payments with
the proposed weights for our Medicare cases for the first 3 months of 2006. The impact
was a loss of one and a half million dollars, annualized this means a six million dollar
reduction in revenue! Deborah Heart and Lung Center has a very large indigent patient
population that will unquestionably be put at risk should the proposed regulations be
implemented.

We strongly urge you to delay implementing the proposed HSRV and DRG
Reclassification sections of the proposed rule until the following issues are addressed:

Assignment of Lines Grouped from the Cost Report

This is a very important unresolved issue. Many hospitals break out the various sub-
departments that make up cardiology and report them on different lines on the Cost
Report. On our 2003 Cost Report we report cath lab costs on line 58.01. When the costs
were grouped our cath lab costs were left out of lines 53/54 and our cardiology cost and
charges were profoundly understated. We are sure many other hospitals have this same

DEBORAH Heart and Lung Center * 200 Trenton Road * Browns Mills ¢« NJ 08015
609-893-6611, ext. 5726




problem. Beginning with our 2005 report we will fix this problem but it will be two years
before CMS will use 2005 Cost Report data. However, because there are no uniform
reporting requirements regarding this issue, undoubtedly some hospitals, even on their
2005 Cost Report, will still report cardiac costs on lines other than line 53 or 54.

Did CMS study the financial impact of combining multiple cost report cost centers into
the ten “charge groups” denoted in the proposed rule? Were there any other
combinations reviewed, and if so, were the outcomes similar? CMS should elaborate on
the process it went through to derive the ten charge groups.

Revenue Codes to Assign Costs to Detail UB’s

Yet another issue is the use of revenue codes to assign costs to detail UB’s which is
critical to the process of determining the average cost and reimbursement of each DRG.
Before the advent of CPT-4 codes hospitals used UB revenue codes to identify where the
various charges on the cost master were performed. When CPT-4 codes were introduced
various edits were implemented to make sure that the revenue code and the CPT-4 code
matched one another. As years went by technology changed, allowing many tests that
were traditionally preformed only in one department to be done in various departments
throughout the hospital. One minor example of this is blood gases. These tests are
performed on the medical floors and in the operating room but they are given a lab
revenue code. Why this becomes problematic is when a cost to charge ratio is developed
and costs are assign to a UB, the costs and charges on the Cost Report may not match up
to the UB because of the above mentioned problem. This and many other cost reporting
issues may be avoided by staying with the charged based methodology. We suggest that
the implantation be delayed until this and other cost report issues are resolved.

Medical Supply Costs and Charges

A third issue is with a hospitals’ ability to correctly match its medical supply costs and
charges. Hospitals are required to report all chargeable supplies to one cost center on the
Cost Report. The problem is that most hospitals expense their supplies to each individual
cost center. With the exception of items that have a large cost, it is very difficult to
separate the chargeable supplies from the non chargeable supplies. We suspect that
nationally the cost to charge ratio for supplies charged to patients is inaccurate. This may
account why it would appear that Pacemakers and Defibrillators may not be cost
accounted for accurately.

In many hospitals the charges for very high cost supplies such as defibrillators which cost
$35,000 - $40,000 are set significantly lower than the cost to charge average of other
supplies and services. Yet the proposed methodology assumes perfect uniformity. This
erroneous assumption has caused the proposed DRG rate for defibrillators to barely cover
the cost of the device and nothing more.

While in theory replacing a charge based system with a cost based system is desirable,
when the new cost based system is in reality still based on charges accompanied with
totally unproven assumptions, the result is one step forward and three steps backwards.




We believe that it is unlikely that changing from a charged based system to a true and
tested cost based system could cause such a drastic shift in the DRG weighting factors
that has resulted from the proposed changes. We looked at the MDC (Major Diagnostic
Category) factors by major diagnostic category and we found that the only MDC that had
a decline was MDC 5 cardiovascular services, and that MDC 5 is declining by a
draconian amount. Billions of dollars are being shifted around based on unproven
assumptions.

There were 12 MDCs that had an increase in weighting factors of more than 10% and 6
that had an increase of more than 25%. In order for the charges to be off this much the
markup on cardiology services must be multiple times higher than other cost centers. We
believe this to be unlikely. Has CMS looked at the overall cost to charge ratio for
Cardiology compared to the cost to charge ratio for other services?

If the assumption is made that Cardiology services are marked up higher than other
services one would question how much of patients’ cost come from the cardiology
department. In the example published in the federal register it indicated that 29 percent of
a patients stay came from routine days (page 2401 1). Considering that open heart patients
have a longer length of stay and significantly higher nursing costs than the average
patient, we would assume that their percentage of room and board costs might be higher
than 29%. Could a markup in just one cost center cause a misallocation of cost? It seems
unlikely.

CMS has wisely postponed implementing the severity based DRGs until it can “debug”
such a momentous undertaking. The severity DRGs are now scheduled for a 10/01/07
implementation date. Since the DRG re-weighting is much more complicated and
requires uniform reporting and tested assumptions, none of which exist at this time, we
strongly recommend and request a delay until at least 10/01/08 (FY09) and then strongly
suggest a graduated 4-5 year phase in period. In addition we believe it makes more sense
for CMS to implement HSRV after it implements the severity —adjusted DRG
methodology because a DRG classification system takes place before a weight is
assigned.

Sincerely,

Deborah Heart and Lung Center
Deborah Hospital Foundation
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VIA FEDERAL EXPRESS

Centers for Medicare & Medicaid Services
Department of Health & Human Services
Attn: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Re: Comments to Proposed Changes to the Hospital Inpatient
Prospective Payment Systems and Fiscal Year 2007 Rates
Published in the Federal Register on April 25, 2006

To Whom It May Concern:

Geographic Reclassifications

-The following comments are being submitted on behalf of The Williamsport Hospital &
Medical Center (“TWH?”) relating to the section of the FY 2007 Inpatient Prospective Payment
System Proposed Rule (the “Proposed Rule”) titled “Geographic Reclassifications.” TWH
strongly supports the advocated changes to the Medicare rules allowing for the reclassification of
hospitals located in single hospital MSAs surrounded by rural counties. The Centers for
Medicare & Medicaid Services (“CMS”) should immediately adopt these changes to the urban
county group reclassification regulations whereby a hospital in a single hospital MSA
surrounded by rural counties, as described in more detail below, would be able to reclassify to
the closest urban area that is part of a Combined Statistical Area (“CSA”) located in the same
State as the hospital.

In what we believe is only two areas of the United States today, there are individual
urban hospitals1 that are the sole hospital in their particular urban area (hospitals in single-
hospital MSAs) that have historically found themselves surrounded by rural hospitals with whom
they compete that receive higher Medicare payments because they have been reclassified to
higher Medicare wage index areas or because CMS considers them rural referral centers, sole
community hospitals, critical access hospitals or Medicare dependent hospitals (we will
hereinafter refer to these hospitals as “hospitals located in a Single-Hospital MSA surrounded by

! Unless specified otherwise, the use of the term “hospital” or “hospitals” in this comment letter only refers to
hospitals reimbursed under the prospective payment system.

The Williamsport Hospital Campus, 777 Rural Avenue, Williamsport, PA 17701-3198
570-321-1000 Fax 570-321-3719




—_——

ﬂ
A

rural counties”).” Because these hospitals located in a Single-Hospital MSA surrounded by rural
counties operate in urban areas that are not adjacent to any other urban area, they are unable to
secure Medicare wage reclassification although they are at a competitive disadvantage because
they are competing for labor with hospitals in nearby areas with higher wage indices. They
cannot secure Medicare wage reclassification on an individual hospital basis under 42 CFR
412.230 because, according to CMS standards, they are too far from the nearest urban area’ and,
by definition, the ratio of a hospital in a single-hospital MSA’s average hourly wage to the
average hourly wage of hospitals in the area in which the hospital is located is always 100% and
therefore, these hospitals can not meet the 108% threshold for urban hospitals. Similarly, these
unique hospitals cannot secure Medicare wage reclassification on a county-wide basis under 42
CFR 412.234 because they are not adjacent to any urban area, for fiscal year 2007, are not part of
a consolidated metropolitan statistical area (“CMSA”) or combined statistical area (“CSA”) that
includes the urban area to which they seek redesignation, and for fiscal years 2008 and
thereafter, are not part of a CSA that includes the urban area to which they seek redesignation.

Despite the fact that CMS has specifically stated that geographic reclassification is for
hospitals that are disadvantaged by their current classification because they compete with
hospitals that are located in the geographic area to which they seek reclassification,® and that the
intent for its FY 2006 proposed changes to the urban group hospital reclassification criteria was
“to preserve the reclassification opportunities for urban county groups,”5 we believe CMS has
failed to adequately address the inequities facing a specific subset of urban county groups,
namely hospitals located in a Single-Hospital MSA surrounded by rural counties, in relation to
the wage index and the rules governing geographic reclassification and is therefore failing to
preserve the reclassification opportunities for all urban county groups. The advocated changes
described in the Proposed Rule will enable CMS to adequately preserve the reclassification
opportunities for urban county groups.

The Proposed Rule invited comments on three specific questions concerning the
reclassification for hospitals located in a Single-Hospital MSA surrounded by rural counties.

1. What is the justification for reclassifying a hospital that is receiving a wage index
reflecting its own wages?

A hospital, such as TWH, that receives a wage index reflecting its own wages is justified
in seeking reclassification when its competitors have all been reclassified to and/or are located in
an area that receives a wage index reimbursement that is significantly higher than the
competitors’ actual wages. The geographic reclassification rules have created an anomaly
whereby a reclassified hospital may receive wage index reimbursement above its own average
hourly wage. This excess reimbursement allows these reclassified hospitals to choose between

2 From our research, it appears that only TWH, located in Williamsport, Pennsylvania, Lycoming County
(Williamsport, PA MSA) and Community Hospital, located in Grand Junction, Colorado, Mesa County (Grand
Junction, CO MSA) meet the definition of hospitals located in a Single-Hospital MSA surrounded by rural
counties.

3 Urban hospitals must be within 15 miles of the urban area into which they seek reclassification for Medicare wage
purposes. (Rural hospitals are permitted to be within 35 miles of the area to which they seek reclassification).

4 June 4, 1991 Final Rule - 56 FR 25469; See also June 2, 1995 Proposed Rule — 60 FR 29202.

5 May 4, 2005 Federal Register.
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raising employees salaries or investing in new technology and services. The disadvantage for the
hospital receiving a wage index reflecting its own wages that competes with the reclassified
hospitals is that it must continually work to keep wages competitive while struggling to purchase
new technology and continue to provide the services the Medicare beneficiaries in its community
need.

Set forth below are specific examples of why TWH is justified in being reclassified
despite receiving its own wage index, including an analysis of TWH’s competitors and specific
examples of how patient care and access to care will be adversely affected if TWH is not
reclassified into the same MSA where its competitors are located and/or have been reclassified.

e TWH’s competitor hospitals (in terms of proximity, comparability of services and
other factors relevant to geographic reclassification) are Geisinger Medical Center
(“Geisinger”) and Evangelical Community Hospital (“Evangelical”), both of which
have been reclassified into the Harrisburg MSA and thereby receive a higher wage
index than TWH, placing TWH at a competitive disadvantage.

_  As shown on the map attached at Exhibit 1, Geisinger and Evangelical are the
only PPS hospitals with which TWH competes that are located within 35 miles of
TWH. Both Geisinger and Evangelical frequently use billboard, newspaper and
radio advertising in Williamsport to recruit patients and staff to their facilities.

—  As shown on the Service Contrast Chart attached at Exhibit 2, the level of
services TWH provides is close to that provided by Geisinger and substantially
more than that provided by Evangelical. As also shown on the Service Contrast
Chart, the level of services TWH provides is similar to that provided by Holy
Spirit Hospital which is located in the Harrisburg MSA; and greater than that
provided by Lock Haven Hospital, a rural hospital, and Mt. Nittany Hospital
which is located in the State College MSA.

—  As shown on the Emergency Room Capability and Volume Chart attached at
Exhibit 3, TWH has a significantly larger volume of emergency room visits than
all the other hospitals in the region. TWH’s volume of emergency room visits is
comparable to the volume of emergency room Visits of the hospitals located in the
Harrisburg MSA, whereas the volume of Geisinger’s and Evangelical’s
emergency room visits is substantially less than the volume of emergency room
visits of the hospitals located in the Harrisburg MSA even though Geisinger and
Evangelical have been reclassified into the Harrisburg MSA.

_  As shown on the Comparison of North Central PA Hospitals Chart attached at
Exhibit 4, TWH’s case/mix index is comparable to the case/mix index of the
hospitals that are physically located in the Harrisburg MSA and/or have been
reclassified into the Harrisburg MSA (e.g., Geisinger) and is notably more acute
than the remaining hospitals in the region.




— Historically, TWH’s base salary for entry level nurses was comparable to
Geisinger’s. However, Geisinger is currently able to offer a higher base salary for
entry level nurses, a higher signing bonus for nurses® and a recent 12% increase in
nurse salaries due to the fact that it receives a higher wage index than TWH.
TWH?’s ability to recruit and retain nurses is negatively affected by its inability to
offer similar benefits as a result of its receiving a lower wage index. In the long
run, this makes it difficult, if not impossible, for hospitals located in a
Single-Hospital MSA surrounded by rural counties to recruit and retain the
qualified health care professionals they need to serve their communities. This
concem is especially significant given the fact that TWH is the only hospital in its
urban area and therefore has an even greater obligation to the communities they
serve. Without necessary assistance from CMS, the long term financial viability
of TWH is questionable.

—  TFor the first time in five years, TWH experienced a significant reduction in its
employees’ job satisfaction as a result of TWH’s inability to provide competitive
wages and benefits, as evidenced by a recent internal employee opinion survey.

e TWH has only been able to remain viable and continue to compete with Geisinger
and Evangelical in the level of services it provides as a result of the efficiencies TWH
achieved through its affiliation (the «“A ffiliation”) with Susquehanna Health System
(“SHS”) in 1994.7 These efficiencies were implemented over a 10-year period
ending in 2004. Major cost reduction efforts included a 30% reduction in TWH’s bed
complement from 325 licensed beds to 225, and consolidation/reduction of
administrative overhead and support services. In addition, of the 282 licensed beds at
SHS’s other two hospitals (Divine Providence Hospital and Muncy Valley Hospital)
80% or 226 beds were delicensed. As a result, the overall SHS licensed acute bed
complement decreased from 607 to 325 or a 54% reduction. Now, with no additional
costs left to cut and TWH’s competitors continuing to receive higher wage indices,
TWH is at a competitive disadvantage which will adversely impact the services that
TWH is able to provide the community. While one might suggest that in a market
place environment those hospitals with higher labor reimbursements may, in the
future, offer additional or expanded services especially when TWH is forced to curtail
them, convenient access to these services by less ambulatory seniors will be lost.

6  Geisinger is able to offer a signing bonus equal to $4,000 - $5,500 depending on the individual’s willingness to

7

work nights and weekends. TWH is only able to offer a $2,000 signing bonus.

Prior to 1994, TWH and its health care affiliates operated as an independent health care system in the
Williamsport area known as North Central Pennsylvania Health System (“NCPHS”). At the same time, inpatient
and outpatient hospital and other medical services were also provided in the same area by Divine Providence
Hospital of the Sisters of Christian Charity (“Divine Providence Hospital”), Muncy Valley Hospital and their
affiliates as an independent health care system in the Williamsport area known as Providence Health Foundation
(“PHF™). In 1994, the PHF and NCPHS systems, including Divine Providence, Muncy Hospital and TWH,
combined their operations having concluded that the effective delivery of high quality, cost effective health care
in North Central Pennsylvania required the integration of their operations. The combination was effectuated
through the organization of Susquehanna Regional Health Care Alliance (which operates as SHS) and the
delegation to SHS of responsibility for overall management and operation of the hospitals and their health care
affiliates.
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o If TWH is not reclassified into the Harrisburg MSA, TWH will not be able to retain
its employees and patient care and access to care will be adversely affected as TWH
is no longer able to make up the shortfall through any additional cost reduction efforts
because it has already achieved a high level of efficiency as a result of the Affiliation.
Based on calculations by an auditor engaged by the Pennsylvania Attorney General,
SHS realized a net cost savings of $105 million dollars as a result of the Affiliation,
yet SHS gave back 117% of its savings to the community in the form of low-cost or
no-cost health care programs for the community, reduction in prices and/or limiting
actual price increases for existing services, although it was only required by the
Pennsylvania Attorney General to return 80% of the net cost savings it achieved as a
result of the Affiliation to the community.

e Based on the fact that TWH’s top competitors are Geisinger and Evangelical, both of
which have been reclassified into the Harrisburg MSA, TWH has clearly
demonstrated an economic connection to the Harrisburg MSA.

e TWH is a member of the Susquehanna Valley Rural Health Partnership (“SVRHP”) a
three-county rural health network of which TWH is the network referral facility. In
this capacity, TWH supports a number of hospitals and a federally qualified health
care center (“FQHC”) including Muncy Valley Hospital, Bucktail Medical Center,
Jersey Shore Hospital and Laurel Health which owns and operates the FQHC. If
TWH is not reclassified into the Harrisburg MSA, TWH may no longer be able to
support these health care organizations by providing IT services, hospital pharmacy
services, medical transport services and physician continuing medical education
programs.

2.  Why should a single hospital in an urban county surrounded by rural counties that is
within a modest distance of a number of hospitals that have received one form or
another of special payment status relating to their rural locations, receive special
treatment under the wage index?

A hospital should receive special treatment under the wage index when it is a single
hospital in an urban county surrounded by rural counties that is within a modest distance of a
number of hospitals with whom it competes (in terms of services provided, emergency room
visits and case/mix) that have received one form or another of special payment status relating to
their rural locations. Under these circumstances, the wage index reclassification rules interfere
with a competitive market to the detriment of Medicare beneficiaries. A single hospital in an
urban county must offer a broad range of services to meet the needs of the Medicare
beneficiaries in its large service area while competing with hospitals that offer fewer services yet
receive increased reimbursement due to their ability to reclassify. This is exactly the type of
situation the geographic reclassification process is designed to address but, due to its unique
location, a single hospital in an urban county is unable to reclassify through the general
reclassification process.

CMS has consistently recognized the need to provide special treatment for certain
hospitals in relation to the wage index and the rules governing geographic reclassification. Most
recently, under Section 508(a) of the Medicare Prescription Drug, Improvement and




Modernization Act enacted on December 8, 2003, CMS attempted to “glleviate large disparities
in wage indices resulting from statutory reclassifications” by providing a one-time appeal
process for hospitals whose wage index was at least 10 percent less than the wage index of
hospitals located in an adjacent MSA that was reclassified by statute.®> The Proposed Rule lists
TWH’s current wage index as 11 percent less than the wage indices of its competitor rural
hospitals which have benefited from reclassification. Accordingly, based on CMS’s prior
determinations of the type of hospitals that should receive special treatment, TWH is justified in
receiving special treatment under the wage index.

In addition, in rendering decisions on requests for reclassification, The Medicare
Geographical Classification Review Board is required to consider information provided by a
hospital applicant with respect to the effects of a hospital’s geographic classification on access to
inpatient hospital services of Medicare beneficiaries. As explained in the bullet below, unless
TWH is able to reclassify, there will be a negative impact on access to inpatient hospital services
for Medicare beneficiaries. Accordingly, CMS must level the playing field and provide TWH
with fair treatment under the wage index by permitting it to reclassify to the same area where its
competitors are located/have been reclassified.

e In evaluating Medicare discharges from FY 2005 HCRIS data, 52% of the total
Medicare discharges within a 35 mile radius of TWH have received the benefit of
increased Medicare reimbursement due to the wage index reclassification of the
respective hospitals treating those discharges. This leaves TWH with having to
support 31% of the total Medicare discharges in the 35 mile radius without the benefit
of increased reimbursement due to wage index reclassification.

3. Why should a hospital be allowed to reclassify to a labor market area that is further
away than other, closer urban labor market areas?

As explained above, CMS has stated that geographic reclassification should be limited to
hospitals that are disadvantaged by their current classification because they compete with
hospitals that are “located” (physically located or located by reason of being reclassified) in the
geographic area to which they seek reclassification. The focus is on competition, not location
per se. As explained above, the hospitals with which TWH competes (Geisinger and
Evangelical) are within 35 miles of TWH as indicated on the map attached at Exhibit 1, but have
been reclassified into the Harrisburg MSA. As also explained above, TWH’s competitor
hospitals are weakening its effectiveness as a health care provider and market participant.
Accordingly, the Harrisburg MSA is the appropriate MSA into which TWH should be
reclassified.

Permitting a hospital to reclassify to a labor market area that is further away than other
closer urban labor market areas is supported by the fact that individual hospitals9 which are
seeking to reclassify to another area are not required to reclassify to the closest urban or rural
area to the hospital seeking reclassification. As long as they meet the proximity criteria
described in Section 412.230(b), they may reclassify into whatever area they choose.

8 See 69 Federal Register 7340, at 7342-3.
9 With the exception of sole community hospitals and rural referral centers.
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Theoretically, a large urban hospital such as TWH that is surrounded by rural hospitals with
whom it competes would typically have a higher wage index and a higher average hourly wage
than the rural hospitals that surround it. Under these circumstances, one would assume that the
rural hospitals surrounding this hospital would seek to reclassify into the closest urban area
where its competitor is located. In reality, Geisinger and Evangelical, the rural hospitals
surrounding TWH requested and were granted reclassification into the Harrisburg MSA which is
located further away than the closer Williamsport MSA, but receives a higher wage index than
the Williamsport MSA. These unique circumstances place TWH at a competitive disadvantage
which justifies permitting TWH to reclassify to the same MSA where its competitors have been
reclassified.

Reclassifying TWH into a closer MSA such as the Scranton-Wilkes-Barre or State
College MSA would not be appropriate because: (1) hospitals in these MSAs are not TWH’s
competitors; (2) historically, these MSAs have had wage indices that have been virtually
identical to TWH’s'?® and therefore, reclassification into these MSAs would not remedy TWH’s
disadvantaged status; and (3) while the boundaries of these MSAs may be closer than the
boundaries of the Harrisburg MSA, from a market based perspective, TWH competes for staff
and patients with, and provides services that exceed or are comparable to the services offered by,
Geisinger and Evangelical, both of which have been reclassified into the Harrisburg MSA.

TWH competes for employees with a number of hospitals, but is the only one of these
hospitals that does not receive increased reimbursement. TWH has only been able to remain
viable and continue to compete with it competitors in the level of services it provides as a result
of the efficiencies TWH achieved through its affiliation with SHS in 1994. Now, with no
additional costs left to cut and TWH’s competitors continuing to receive higher wage indices,
TWH is at an unfair competitive disadvantage which will adversely impact the services that
TWH is able to provide the community. If TWH is not reclassified into the Harrisburg MSA,
TWH will not be able to retain its employees and patient care and access to care will be
adversely affected.

Proposed Regulatory Language (proposed language appears in boldface)

412.234 Criteria for all hospitals in an urban county seeking redesignation to another urban
area.

(a) General criteria. For all prospective payment hospitals in an urban county, except as
provided in paragraph (a)(5), to be redesignated to another urban area, the following
conditions must be met:

(1) All hospitals in an urban county must apply for redesignation as a group.

(2) The county in which the hospitals are located must be adjacent to the urban area to which
they seek redesignation.

10 gince FY 2001, the wage index for the Scranton-Wiles-Barre MSA and the State College MSA have been
negligibly lower/higher (2-4%) than TWH’s wage index.




(3) (i) For Federal fiscal years before fiscal year 2006, the counties in which the hospitals are
located must be part of the Consolidated Metropolitan Statistical Area (CMSA) that includes the
urban area to which they seek redesignation.

(i) For fiscal year 2006, hospitals located in counties that are in the same Consolidated
Statistical Area (CSA) (under the MSA definitions announced by the OMB on June 6, 2003) as
the urban area to which they seek redesignation; or in the same Consolidated Metropolitan
Statistical Area (CMSA) (under the standards published by the OMB on March 30, 1990) as the
urban area to which they seek redesignation qualify as meeting the proximity requirement for
reclassification to the urban area to which they seek redesignation.

(iii) For Federal fiscal year 2007 and thereafter, hospitals located in counties that are in the same
Consolidated Statistical Area (CSA) (under the MSA definitions announced by the OMB on
June 6, 2003) as the urban area to which they seek redesignation qualify as meeting the
proximity requirement for reclassification to the urban area to which they seek redesignation.

(4) The hospital may be redesignated only if one of the following conditions is met:
(i) The prereclassified average hourly wage for the area to which they seek redesignation is

higher than the prereclassified average hourly wage for the area in which they are currently
located.

(ii) For fiscal years prior to fiscal year 2005, the standardized amount for the area to which they
seek redesignation is higher than the standardized amount for the area in which they are located.

(5) Hospital Located in a Single-Hospital MSA Surrounded by Rural Counties Exception.
The requirements of Paragraphs (a)(1), (2)(2) and (a)(3) of this section do not apply if the
hospital seeking redesignation meets the following criteria:

(i) The hospital is the only hospital in its urban area.

(i) The hospital is in an urban area that is not adjacent to any other urban area.

(iii) The hospital is seeking redesignation to the closest urban area which is part of a CSA
located in the same state as the hospital.

(b) Wage criteria. In applying the following numeric criteria, rounding of numbers to meet the
qualifying percentages is not permitted.

(1) Aggregate hourly wage. The aggregate average hourly wage of all hospitals in the ur‘pan
county must be at least 85 percent of the average hospital hourly wage in the MSA to which the
hospitals in the county seek reclassification; or

(2) Aggregate hourly wage weighted for occupational mix. For redesignations effecti\{e before
fiscal year 1999, the aggregate average hourly wage for all hospitals in the county, weighted for
occupational categories, is at least 90 percent of the average hourly wage in the adjacent urban




area.

(c) Appropriate wage data. The hospitals must submit appropriate wage data as provided for in
§412.230(d)(2).

We thank you for the opportunity to express our comments to the section of the FY 2007
Inpatient Prospective Payment System Proposed Rule titled “Geographic Reclassifications” and
appreciate your consideration of the issues we raised. As always, we would welcome the
opportunity to discuss with you in more detail the special circumstances facing Isolated
Hospitals in Single-Hospital MSAs and the advocated changes to the Medicare rules allowing for
the reclassification of these hospitals.

resilent/CEQ
pital & Medical Center

Steven P. Johnso
The Williamspo

cc:  Rick Santorum, United States Senator, Pennsylvania
Arlen Specter, United States Senator, Pennsylvania
John Peterson, United States Representative, 5th District of Pennsylvania
Don Sherwood, United States Representative, 10th District of Pennsylvania
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EXHIBIT 3



Il

COMPARISON OF NORTH CENTRAL PA HOSPITALS
EMERGENCY ROOM CAPABILITY AND VOLUME
Updated:  3/28/2006

E.D.

SROVIDER EMERGENCY TOTAL  INPATIENT AMBULANCE SERVICE

NUMBER NAME COUNTY CAPABILITY VISITS ADMITS ALS BLS AIR MICU MCCU
390045 Williamsport Hospital  Lycoming Comprehensive 50,874 6,282 Yes Yes No Yes No
390013 Evangelical Hospital Union General 28,049 3843 Yes Yes No No No
390006 Geisinger Medical Ctr.  Montour Comprehensive 37,246 6,161 No No Yes No No
390079 Robert Packer Hospital Bradford General 28,182 4660 No No No No No
390071 Lock Haven Hospital Clinton General 12,773 1,700 Yes No No No No
390043 Soldiers & Sailors Hosp. Tioga General 14,429 1600 Yes Yes No Yes No
390246 Charles Cole Potter General 9,265 1,348 Yes No No No No
390072 Berwick Hospital Columbia General 13,634 1968 No No No No No
390003 Bloomsburg Hospital Columbia General 14,086 1638 No No No No No
390268 Mt. Nittany Medical Ctr. Centre General 40,870 5229 No No No No No

Harrisburg Area Hospitals
390004 Holy Spirit Hospital Cumberland General 50,375 9,488 Yes Yes No Yes No
390256 Hershey Medical Ctr.  Dauphin Comprehensive 45,044 7656 Yes Yes Yes No No

390067 Pinnacle Hospitals Dauphin General 78,274 14,157 Yes No No No No

Source Dept of Health, Annual Hospital Questionnaire - July 1, 2003 through June 30, 2004

Abbreviations:
ALS - Advanced Life Support BLS - Basic Life Support AIR - Air Ambulance
MICU - Mobile Intensive Care Unit MCCU - Mobile Critical Care Unit
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June 9, 2006

Mark B. McClellan, M.D., Ph.D.
Administrator
Centers for Medicare & Medicaid Services

Attention: CMS-1488—P “Resident Time in Patient-Related Activities”
Dear Administrator McClellan:

On behalf of the five family medicine organizations we appreciate the
opportunity to comment on the Centers for Medicare & Medicaid Services’
(CMS or the Agency) proposed rule entitled “Medicare Program; Proposed
Changes to the Hospital Inpatient Prospective Payment Systems and Fiscal
Year 2007 Rates.” 71 Fed. Reg. 23996 (April 25, 2006).

We strongly urge CMS to rescind the language in the proposed rule that sets
up an artificial dichotomy between resident training time spent in didactic
activities and time spent in “patient care activities.” The effect of the proposed
rule is to exclude medical resident time spent in didactic activities in the
calculation of Medicare direct graduate medical education (DGME) and
indirect medical education (IME) payments.

Misinterpretation of Legislative History

The proposed rule cites journal clubs, classroom lectures, and seminars as
examples of didactic activities that must be excluded when determining the
full-time equivalent resident counts for all IME payments (regardless of
setting), and for DGME payments when the activities occur in a nonhospital
setting, such as a physician’s office or affiliated medical school. The stated
rationale for the exclusion of this time is that the time is not “related to patient
care’.

This position reverses the Agency'’s position expressed as recently as 1999,
at which time the Director of Acute Care wrote in correspondence that patient
care activities should be interpreted broadly to include “scholarly activities,
such as educational seminars, classroom lectures . .. and presentation of
papers and research results to fellow residents, medical students, and
faculty.” [September 24, 1999 Letter from Tzvi Hefter, Director, Division of
Acute Care to Scott McBride, Vinson & Elkins]. We support the Agency’s
1999 position. The activities cited in the 1999 letter and cited again in this
proposal are an integral component of the patient care activities engaged in
by residents during their residency programs. Although the proposal states
that this 1999 position was incorrect; we believe CMS'’s current interpretation
is the incorrect one, and we wonder why CMS feels the need to change its
position in this matter.




There also is no specific reference to patient care activities in the hospital setting in the IME
legislation. CMS’s position refers to unrelated policy that is regulatory in nature (42 CFR
413.9), not statutory. We disagree with the use of this regulation as a basis for this proposal.

If one looks at the legislative history of Medicare, one finds a different interpretation than the
one CMS cites. The House Ways and Means and Senate Finance Committee Reports, in
March 1983 — state the purpose of the Indirect Graduate Medical Education (IME) as “This
adjustment is provided in light of doubts...about the ability of the DRG case classification
system to account fully for factors such as severity of illness of patients requiring the
specialized services and treatment programs provided by teaching institutions and the
additional costs associated with the teaching of residents [emphasis added]...the
adjustment for indirect medical education costs is only a proxy to account for a number of
factors which may legitimately increase costs in teaching hospitals.[emphasis added]”
As such, the language in the federal register proposal defining the “plain meaning” of patient
care as related to the care and treatment of a specific patient or to services for which
physicians can bill, is patently incorrect.

Congress’s position with respect to the non-hospital setting is just as clear regarding IME
payments. The conference agreement language accompanying the legislative language from
the BBA states "The conference agreement includes new permission for hospitals to rotate
residents through non-hospital settings, which include primarily ambulatory care settings,
without reduction in indirect medical education funds." (emphasis added)

It seems to us that the only piece of this proposal that CMS has any potential standing relates
to the question of payment of DGME and IME in the nonhospital setting. On that issue, we
believe that CMS’s position is also incorrect, not because they are wrong in citing what the
statute states, but because of their interpretation of that position. CMS, in this regard, is relying
on artificial dichotomies between didactic and patient care training time to make a false case
for carving out didactic training in the nonhospital setting from the DGME and IME payments.
Again, we believe the “plain meaning” of patient care activities as defined in this proposal is
erroneous.

Residency Program Activities and Patient Care

We firmly believe that with the possible exception of extended time for “bench research,” there
is no residency experience that is not related to patient care activities. The learning model
used in graduate medical education (GME) is delivery of care to patients under the supervision
of fully-trained physicians. Everything that a resident physician learns as part of an approved
residency training program is built upon the delivery of patient care and the resident
physician’s educational development into an autonomous practitioner.

Here are several examples from actual residency training programs in family medicine of how
training in residency programs relates to patient care — no matter the format of the
teaching/learning:



Each of my residency sites ends the day with an hour-long session in the conference room
called "chart rounds." The session is a teaching conference for the residents at the Family
Health Center for that afternoon, based on the patient care that was delivered over the past 3-4
hours. It also provides a second opportunity for the preceptor to review the care that was just
given; occasionally the group discussion will recommend a different approach, another test, etc.
and a resident may call the patient back, etc. First year residents are required to present all
cases, PGY-2 and 3 focus on cases that are challenging, illustrative, etc. Sometimes earlier in
the afternoon the preceptor will deal with a difficult question about a patient by saying "hold that
until chart rounds so we can do it justice.” Is this didactic teaching, or patient care?

We run resident Balint Groups. The discussion is devoted to working through difficult doctor-
patient interactions, helping the resident to better understand and approach these relationships.
They are based on real cases, and hopefully lead to better care. Didactic teaching, or patient
care?

Almost all residency teaching opens with a patient case. Even if the case does not come from
the residency practice, the material in the teaching sessions is applied directly to patient care in
that practice, often immediately. Didactic teaching, or patient care?

Many teaching sessions actually physically include a patient in the presentation. The patient
might be interviewed or examined in front of the learners. Didactic teaching or patient care?

Many teaching sessions involve skills practice, e.g. interviewing skills. Some times patients are
even asked to attend the teaching sessions so that faculty (or trainees) can demonstrate
physical findings (e.g. neurologic or orthopedic) or procedures (e.g. soft tissue injection) for the
attendees. Didactic teaching or patient care?

Journal clubs often discuss particular patient cases from the practice (de-identified) as
examples or illustrations of issues discussed in the journal article. A common mode of speech
among physicians both during and after training is "l had this patient once...." and then the
educational discussion ensues. Didactic teaching or patient care?

in most programs | know about current clinical cases in the hospital often form the basis for
Grand Rounds and Case Conferences. These conferences frequently come up with expert
opinions and well-researched ideas that contribute positively to those patients' care, providing
patients in the hospital a real-time benefit from the teaching conferences. Didactic training or
patient care?

Scholarship is required for residency training by the accrediting RRC for family
medicine. POEMS/FPIN Clinical inquiries are the basis of many scholarly activities
within residency training. They start and end with clinical questions drawn from actual
cases/practices, discuss the best evidence in answering them, along with how to
integrate that into patient care in practical terms. Didactic training or patient care?



¢ Interns in our family medicine program attend a series of Friday afternoon "survival skills"
presentations for the first 3 months of their intern year. These presentations involve case based
learning with the objectives covering essential skills in managing medical emergencies that the
interns may well encounter when on call. Topics include such things as acute coronary
syndrome, congestive heart failure, renal failure, electrolyte imbalances, intubation and
ventilator management protocols. While the interns have certainly encountered all of these
topics in their medical school experiences, the consistency of the group's knowledge base, and
the level of responsibility they have had in caring for such problems, is not predictable. If, as a
program, we failed to address these topics to prepare our interns, we would be ignoring
potentially critical patient safety concerns. These presentations are essential additions to the
hands-on clinical learning experiences offered to our residents. Didactic training or patient care?

The underlying premise of residency training is that medical students do not graduate with all
the skills and knowledge needed to be practicing physicians -- that is why they are required to
learn as residents. All of the knowledge and skills for safe patient care cannot be transmitted
with hands on learning. There is specific didactic curricular content (as required by each
specialty RRC) that prepares the resident physicians for the next stage of patient care
responsibility, with less supervision expected and required as the resident progresses through
his or her training.

Having this teaching time funded is essential to maintaining patient safety in the learning
environment. Learners have to have teaching sessions where they can talk about cases and
how to care for patients safely. To use the metaphor of the IOM report on safety and errors in
medicine, not funding teaching time would only add to the "jumbo jet worth of patients
crashing" each day from medical errors.

Consistency of Logic

One additional issue that we would like CMS to consider relates to the lack of logical
coherence of its positions. For example, on the one hand CMS argues that in order for
hospitals to receive DGME and IME payments for residents training in non hospital settings the
hospital must pay supervising physicians the costs associated with the time they spend
educating residents in activities not associated with direct hands on patient care. And yet,
under this proposal the hospital would not be able to claim any time in the non-hospital setting
unless it was time spent “in the care and treatment of specific patients

As shown above, we believe all teaching time to be related to patient care. Irrespective of your
position on whether preceptors can volunteer that teaching time, it is clear to us that CMS
cannot on the one hand say the hospital needs to pay those costs, and on the other say that
those costs can’t be included in the cost reports.



Regulatory Burden/Impracticability

We cannot conceive of how programs would be able to administratively comply with this
requirement. It would require documentation that would be extremely burdensome, if possible
at all. To separate out CMS’s newly defined “patient care time” from didactic sessions in which
general issues devolve to discussions of particular patients seems an exercise in futility. Even
if it could be done, where would the funding come from to pay for the staff person or two that
would be needed to sit in on each of these didactic sessions and keep count of patient care
time? The documentation requirements that this position would necessitate are unreasonable
and would cause an extremely large administrative burden, assuming one could even meet the
requirements.

To reiterate, we urge CMS to rescind its clarification in the proposed rule relating to the
counting of didactic time for purposes of DGME and IME payments and recognize the integral
nature of these activities to patient care experiences of residents during their residency
training.

Sincerely,

Caryl Hedtdn, DO, President Mary Fran¥, MD, President

Society of Teachers of Family Medicine AmericarmrAcademy of Family Physicians
\Sﬁﬁ’—\To’nes, MD, President Warren Newton, MD, President

Association of Family Medicine Residency Association of Departments of Family

%%\ l/\@ Medicine

Perry Rickinson, MD, President -
North American Primary Care Research
Group




Beebe Medical Center

June 9, 2006

VIA FEDERAL EXPRESS

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, Maryland 21244-1850

Re: “Hospital Redesignations and Reclassifications” and “Provider missing from
Table 9A.”

Dear Sir/ Madam:

These comments relate to the Section III.H.6 of the proposed rule regarding “Proposed
Wage Indices for Reclassified Hospitals and Proposed Reclassification Budget Neutrality
Factor” and to point out that Beebe Medical Center (BMC-080007) is erroneously not
listed as being reclassified to Ocean City, NJ (36140) on Table 9A of the proposed rule.
A copy of the Medicare Geographic Classification Review Board approval letter is
attached for your reference.

“Hospital Redesignations and Reclassifications”

Beebe Medical Center (BMC) (08-0007) is a 133-bed acute care hospital located in
Lewes, Delaware. The hospital is also a rural referral center. The hospital provides a
broad array of services to the citizens of Sussex County, Delaware and surrounding
adjacent areas. The hospital is a referral center, an according, provides services to areas
to its north, south, east and west. As such it also competes for skilled labor with the
surrounding adjacent areas.

Because of the referral nature of its business, BMC competes for labor with other referral
centers in Delaware, some as far away as Wilmington, Delaware. To its south are the
hospitals in Maryland, which has a unique hospital payment system that provides
payments to those hospitals that are approximately $16.0 million more than if those

424 Savannah Road - P.O. Box 226 - Lewes, DE 19958-0226 - Tel. 302-645-3100
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hospitals were under the same payment system as BMC. Another competitor hospital in
Delaware to BMCs north is reclassified to the Wilmington CBSA/MSA. BMC is
reclassified to the adjacent area of Ocean City NJ CBSA/MSA, which receives the New
Jersey rural floor but BMC does not receive that rural floor AWI. This creates a situation
where BMC is paid less than surrounding referral hospitals with whom it competes for
labor. Therefore, because of the various labor adjustments of competing area hospitals,
BMC is disadvantaged in the situation for attracting labor. This situation appears to be
somewhat unique when hospitals are adjacent to and reclassify to areas that receive the
rural floor AWIL.

The solution to this payment disparity appears be to pay hospitals that reclassify into an
area that is subject to the rural floor AWI, the rural floor of the area into which it is
reclassified.

The process for geographic reclassification was created by Congress with the intention of
allowing a hospital the opportunity to be able to reclassify to a different area.
Presumably, this would afford the hospital the opportunity to be paid based upon the
AWTI of that other area. CMS in developing its reclassification rules included a proximity
and adjacency criteria. These were included to allow a hospital that is proximate to an
adjacent area to reclassify to that area subject to other wage comparability tests. In the
application of these reclassifications CMS’ present policy does not provide the
reclassified hospitals in certain circumstances to receive an AWI that is comparable to the
hospitals in the area into which it was reclassified. This is particularly the case in the
situation of the rural floor. In these situations the reclassified hospital receives an AWI
that is often dramatically different than the AWTI of the adjacent area into which the
hospital was reclassified. This appears to be counter to what congress intended in
establishing the reclassification process. Accordingly, the appropriate remedy seems to
be, as suggested previously, that in the case of hospitals reclassifying to an area that is
subject to the rural floor such hospitals should receive that rural floor as its AWI.

CMS has the authority to make this type of change and has used this authority to address
labor market area issues. The Secretary has broad authority under section 1886(d)(3)(E)
of the Social Security Act, which allows the Secretary to make adjustments to reflect area
wage differences given the particular labor market situations. CMS relied on this same
authority when it established the imputed rural floor for “all urban states.” In addition 1t
has used this authority to make labor market adjustments when the new labors markets
where put in place. Therefore, CMS has the discretionary authority to make similar
adjustments from time to time as it sees appropriate.
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Hospital not Listed on Table 9A

BMC (080007) is geographically reclassified to the Ocean City, NJ CBSA/MSA (36140).
In the proposed rule for FY 2007, our hospital is not listed as being reclassified to the
Ocean City, NJ CBSA/MSA; however, on Table 2 our hospital does correctly have the
reclassified AWI listed for hospitals that are reclassified to that area. We request that
CMS include our hospital on Table 9A as being reclassified for FY 2007 to the Ocean
City, NJ CBSA/MSA.

We appreciate the opportunity to make these comments and hope that you will make the
adjustment that we are requesting. If you have any questions about these comments
please do not hesitate to contact me at 302-645-3537.

Jetfrey M. Fried, FACHE
Ptesident & CEO

Sincerely,




‘ Aliceinment-
DEP~fRTMENT OF HEALTH AND HUMAN S__ _(VICES

MEDICARE GEOGRAPHIC CLASSIFICATION REVIEW BOARD [“2'5)
2520 Lord Baltimore Drive, Suite L
Phone: 410-786-1174 Baltimore MD 21244-2670 FAX: 410-786-5298
FEB 0 2 2006
CERTIFIED MAIL
07C0055*
TO: Beebe Medical Center, Inc.
James W. Bartle
Vice President of Finance
424 Savannah Road
Lewes, DE 19958
RE: Beebe Medical Center, Inc.

Provider No. 08-0007
Federal Fiscal Year(s) Beginning — 10/01/06

SUBJECT: Decision - Medicare Geographic Classification Review Board

The Medicare Geographic Classification Review Board (Board) has reviewed the hospital’s application for
redesignation in accordance with Section 1886(d)(10) of the Social Security Act and 42 C.F.R. § 412.230ff. The
Board has considered the facts and the data submitted in support of its application. The Board hereby APPROVES
the hospital’s request for redesignation for the purpose of using the WAGE INDEX VALUE for the period
October 1, 2006 through September 30, 2009. See the attached Case Summary for additional information.

You may appeal this decision to the Administrator of the Centers for Medicare & Medicaid Services. The Oftice
of the Attorney Advisor must receive your request for review no later than 15 days from the date of this notice.
You should send your request to the following address:

Centers for Medicare & Medicaid Services
Office of the Attorney Advisor

Room C3-01-20

7500 Security Boulevard

Baltimore, MD 21244-1850

Board Members Participating: For the Board:

Robert G. Eaton

Harold W. Brown

Rebecca T. Brewer

Martin W. Hoover %M # aﬁ»
- obert G.

Charles R. Barker aton

Chairman

cc: Office of the Attorney Advisor, OCOS, OA, CMS
Division of Acute Care, Hospital & Ambulatory Policy Group, CMM, CMS

*NOTE: Please reference case number in all communications.
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Wage Index Case Summary

Case Number:............... ... .. .. .. . 07C0055-1
Provider Name:....... ... .. ... . . .. /" Beebe Medical Center, Inc.
Provider Number:........... ... .. ... " 08-0007
Hospital's Average Hourly Wage:......... 25.0565
Seeking Redesignation From: 08
Rural DELAWARE
MSA Average Hourly Wage: 25.1791

Seeking Redesignation To: 36140
Urban Ocean City, NJ
MSA Average Hourly Wage: 28.5543 ’

medy Filedio. Yes
Sole Community fospitali. ... No
faral Referral Center:...............i Yes
Have you ever been an RRCZ: e Yes
SCH Status Lost Due to Prior MGCRB Reclassification?:............. . . .. No
Applying Under Access Rules?:o. .o No
If SCH/RRC, is Requested Area Closest?:.................... ... .. . . N/A
Mileage to County Line:.. ..o 17.60
Meets Proximity Criteria [42 CFR 412.230(0) 12 e i Yes
Meets the 106% / 1083 Criteria [42 CFR 412.230(d)(l)(iii)(C)]?: ....... N/A
Meets the 82% / 84% criteria [42 CFR 412.230(d)(1)(iv)(C)]?: .......... Yes

25.0565 / 28.5543 x 100 = 87.7503%

Meets All Necessary Criteria For Reclassification?:............ .. .. . Yes
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Overnight Mail Tracking No: 7 8/0/240670¢,

June 9, 2006

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

RE: Medicare Program; Proposed Changes to the Inpatient Prospective
Payment Systems and FY 2007 Rates regarding “Geographic
Reclassifications — Urban Group Hospital Reclassifications” (File Code
CMS-1488-P)

Dear Sir or Madam:

The purpose of this letter is to comment on the FFY 2007 proposed Inpatient
Prospective Payment System (IPPS) regulation regarding geographic wage
index reclassifications and urban group hospital reclassifications.

Our facility is a 390-bed not-for-profit hospital located in Palm Beach County
Florida. Forty one percent (41%) of our patient population consists of Medicare
beneficiaries and adequate Medicare reimbursement is critical to our continuing
ability to meet their needs.

In 2004, when the FFY 2005 proposed IPPS regulation regarding geographic
wage index reclassifications and urban group hospital reclassifications was
published, Palm Beach County hospitals had, for the first time, qualified for the
opportunity to reclassify for wage index purposes. Palm Beach County hospitals
qualified in part because the FFY 2005 proposed rule allowed Metropolitan
Divisions within a CBSA to qualify for an urban group reclassification. Based on
the FFY 2005 proposed regulation, we joined with all other Paim Beach County
hospitals and applied for the urban group reclassification. However, the final FFY
2005 IPPS regulation revised the proposed criteria and eliminated the ability for
Metropolitan Divisions within a CBSA to qualify for an urban group
reclassification.

2815 South Seacrest Boulevard « Boynton Beach, Florida 33435 « (561) 737-7733
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We subsequently learned, however, from CMS through the FFY 2007 IPPS
proposed regulation that the intent of the urban group reclassification was, and
is, “to allow hospitals located in counties that are in the same CBSA (in the case
of Metropolitan Divisions) as the area to which they seek redesignation to be
considered to have met the proximity requirement We agree with CMS on the
point above and agree with CMS on the following two points; that “the proximity
standard for group reclassifications is intended to allow all of a county’s hospitals
to reclassify to an adjacent area where there is sufficient economic integrations
that there can be an expectation that both areas are competing in a similar labor
market area,” and that “we believe there is sufficient economic integration
between Metropolitan Divisions within a CBSA that urban county reclassifications
within a CBSA or a CSA should be permitted.”

We thank CMS for recognizing the economic integration between Metropolitan
Divisions within a CBSA and request that CMS, at a minimum, adopt the FFY
2007 IPPS proposed urban group reclassification eligibility criteria [Sec.
412.234(a)(3)] as proposed, without modification.

However, we do believe, based on the CMS comments quoted above from the
FFY 2007 IPPS proposed regulation, that the hospitals of Palm Beach County
should have been allowed to qualify for an urban group reclassification beginning
in FFY 2006 had the final FFY 2005 IPPS regulations correctly recognized the
economic integration between Metropolitan Divisions within a CBSA (as CMS
had done in the FFY 2005 proposed regulation and now again recognizes in the
FFY 2007 proposed regulation).

Therefore, we respectfully request that CMS, in the final FFY 2007 IPPS
regulation, make the FY 2007 proximity criteria effective for urban group
reclassifications beginning on October 1, 2006 (as opposed to October 1, 2007)
IF the urban area:

e Filed an application for urban group reclassification by September 1,
2004 for reclassification beginning on October 1, 2005;

e Met all of the non—proximity urban group reclassification criteria
published in the FFY 2005 final regulation;

e Had the application denied only because the urban area did not meet
the flawed FFY 2005 proximity criteria,

e Would have had the application approved had the FFY 2007
proposed proximity criterion been the criterion in the FFY 2005 final
regulation;

e Meets the proximity and non-proximity criteria described in the FFY
2007 IPPS proposed regulation; and

¢ Files an application for urban group reclassification by September 1,
2006.
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Based on the aforementioned information we request that CMS incorporate the
proposed revision, as written above, in the FFY 2007 final IPPS regulation. We
believe the requested revision is critical to the financial stability of the hospitals
located in the West Palm Beach Metropolitan Division and should take effect, for
payment purposes, for all hospitals in the West Palm Beach Metropolitan Division
beginning October 1, 2006 rather than delaying until October 1, 2007. If granted
this revision will allow the urban group reclassification to take effect one year
sooner than otherwise currently proposed, though a year later than the date
which we would have otherwise qualified (October 1, 2005) had the final FFY
2005 regulation properly recognized the intent of the economic integration
criteria.

We appreciate your consideration of this comment to the FFY 2007 proposed
IPPS regulation.

Sincerely,

é Joanne Aquilin

Vice President Finance/CFO

c.c. Mr. Robert B. Hill, President/CEO
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Richard W. DeWald

Susq Uehan na Chairman 6fthe Board
Health System Sister Joanne Bednar

Vice Chairman

i

z.’(

Divine Providence Hosplhl Muncy Valley Hospital
The Williamsport Hospital & Medical Center Steven P. Johnson

President & CEO

June 9, 2006

VIA FEDERAL EXPRESS

Centers for Medicare & Medicaid Services
Department of Health & Human Services
Attn: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Re: Comments to Proposed Changes to the Hospital Inpatient
Prospective Payment Systems and Fiscal Year 2007 Rates
Published in the Federal Register on April 25, 2006

To Whom It May Concern:

Geographic Reclassifications

The following comments are being submitted on behalf of The Susquehanna Health
System (SHS) relating to the section of the FY 2007 Inpatient Prospective Payment System
Proposed Rule (the “Proposed Rule”) titled “Geographic Reclassifications.” Located in north
central Pennsylvania, SHS was formed in 1994 by two formerly competing health systems. SHS
is the largest employer in Lycoming County and serves as an economic cornerstone for the
region, providing nearly $337 million to the region’s economy and employing over 3,000
employees with an annual payroll of $119 million. In addition to the 120,000 Lycoming County
citizens, SHS functions as a regional referral enter for seven additional hospitals and an
additional 400,000 residents in the 10 surrounding counties. In the first five years of the merger,
SHS operating efficiencies resulted in documented savings of $105 million to the Community.
SHS’s contributions to charity services, community health programs and subsidized patient are
total over $35 million for 2004 alone.

One of the hospitals in the SHS, The Williamsport Hospital (TWH) is in crisis because it
is the only major hospital in an 11 county region that is not receiving special reimbursement
under current wage index payment rules of the Medicare Program. SHS has had to divert capital
funds to pay wages, delaying investment in necessary patient care technology and threatening the
continued development of the extensive patient information technology system. The Centers for
Medicare & Medicaid Services (“CMS”) has acknowledged the problem on several occasions
and now has the opportunity to solve it. SHS strongly supports the advocated changes to the
Medicare rules allowing for the reclassification of hospitals located in a single hospital MSAs

Corporate Offices, 777 Rural Avenue, Williamsport, PA 17701-3198
570-321-1000 Fax 570-321-3199 www.shscares.org



surrounded by rural counties. CMS should immediately adopt these changes to the urban county
group reclassification regulations whereby a hospital in a single hospital MSA surrounded by
rural counties would be able to reclassify to the closest urban area that is part of a Combined
Statistical Area (“CSA”) located in the same State as the hospital.

In what we believe is only two areas of the United States today, there are individual
urban hospitals' that are the sole hospital in their particular urban area (hospitals in single-
hospital MSAs) that have historically found themselves surrounded by rural hospitals with whom
they compete that receive higher Medicare payments because they have been reclassified to
higher Medicare wage index areas or because CMS considers them rural referral centers, sole
community hospitals, critical access hospitals or Medicare dependent hospitals (we will
hereinafter refer to these hospitals as “hospitals located in a Single-Hospital MSA surrounded by
rural counties”).” Because these hospitals located in a Single-Hospital MSA surrounded by rural
counties operate in urban areas that are not adjacent to any other urban area, they are unable to
secure Medicare wage reclassification although they are at a competitive disadvantage because
they are competing for labor with hospitals in nearby areas with higher wage indices. They
cannot secure Medicare wage reclassification on an individual hospital basis under 42 CFR
412.230 because, according to CMS standards, they are too far from the nearest urban area’ and,
by definition, the ratio of a hospital in a single-hospital MSA’s average hourly wage to the
average hourly wage of hospitals in the area in which the hospital is located is always 100% and
therefore, these hospitals can not meet the 108% threshold for urban hospitals. Similarly, these
unique hospitals cannot secure Medicare wage reclassification on a county-wide basis under 42
CFR 412.234 because they are not adjacent to any urban area, for fiscal year 2007, are not part of
a consolidated metropolitan statistical area (“CMSA”) or combined statistical area (“CSA”) that -
includes the urban area to which they seek redesignation, and for fiscal years 2008 and
thereafter, are not part of a CSA that includes the urban area to which they seek redesignation.

Despite the fact that CMS has specifically stated that geographic reclassification is for
hospitals that are disadvantaged by their current classification because they compete with
hospitals that are located in the geographic area to which they seek reclassification,® and that the
intent for its FY 2006 proposed changes to the urban group hospital reclassification criteria was
“to preserve the reclassification opportunities for urban county groups,”5 we believe CMS has
failed to adequately address the inequities facing a specific subset of urban county groups,
namely hospitals located in a Single-Hospital MSA surrounded by rural counties, in relation to
the wage index and the rules governing geographic reclassification and is therefore failing to
preserve the reclassification opportunities for all urban county groups. The advocated changes

! Unless specified otherwise, the use of the term “hospital” or “hospitals” in this comment letter only refers to
hospitals reimbursed under the prospective payment system.

2 Prom our research, it appears that only TWH, located in Williamsport, Pennsylvania, Lycoming County
(Williamsport, PA MSA) and Community Hospital, located in Grand Junction, Colorado, Mesa County (Grand
Junction, CO MSA) meet the definition of hospitals located in a Single-Hospital MSA surrounded by rural
counties.

3 Urban hospitals must be within 15 miles of the urban area into which they seek reclassification for Medicare wage
purposes. (Rural hospitals are permitted to be within 35 miles of the area to which they seek reclassification).

4 June 4, 1991 Final Rule - 56 FR 25469; See also June 2, 1995 Proposed Rule — 60 FR 29202.

5 May 4, 2005 Federal Register.




described in the Proposed Rule will enable CMS to adequately preserve the reclassification
opportunities for urban county groups.

The Proposed Rule invited comments on three specific questions concerning the
reclassification for hospitals located in a Single-Hospital MSA surrounded by rural counties.

1. What is the justification for reclassifying a hospital that is receiving a wage index
reflecting its own wages?

A hospital, such as TWH, that receives a wage index reflecting its own wages is justified
in seeking reclassification when its competitors have all been reclassified to and/or are located in
an area that receives a wage index reimbursement that is significantly higher than the
competitors’ actual wages. The geographic reclassification rules have created an anomaly
whereby a reclassified hospital may receive wage index reimbursement above its own average
hourly wage. This excess reimbursement allows these reclassified hospitals to choose between
raising employees salaries or investing in new technology and services. The disadvantage for the
hospital receiving a wage index reflecting its own wages that competes with the reclassified
hospitals is that it must continually work to keep wages competitive while struggling to purchase
new technology and continue to provide the services the Medicare beneficiaries in its community
need.

Set forth below are specific examples of why TWH is justified in being reclassified
despite receiving its own wage index, including an analysis of TWH’s competitors and specific
examples of how patient care and access to care will be adversely affected if TWH is not
reclassified into the same MSA where its competitors are located and/or have been reclassified.

e TWH’s competitor hospitals (in terms of proximity, comparability of services and
other factors relevant to geographic reclassification) are Geisinger Medical Center
(“Geisinger”) and Evangelical Community Hospital (“Evangelical”), both of which
have been reclassified into the Harrisburg MSA and thereby receive a higher wage
index than TWH, placing TWH at a competitive disadvantage.

— As shown on the map attached at Exhibit 1, Geisinger and Evangelical are the
only PPS hospitals with which TWH competes that are located within 35 miles of
TWH. Both Geisinger and Evangelical frequently use billboard, newspaper and
radio advertising in Williamsport to recruit patients and staff to their facilities.

— As shown on the Service Contrast Chart attached at Exhibit 2, the level of
services TWH provides is close to that provided by Geisinger and substantially
more than that provided by Evangelical. As also shown on the Service Contrast
Chart, the level of services TWH provides is similar to that provided by Holy
Spirit Hospital which is located in the Harrisburg MSA; and greater than that
provided by Lock Haven Hospital, a rural hospital, and Mt. Nittany Hospital
which is located in the State College MSA.

— As shown on the Emergency Room Capability and Volume Chart attached at
Exhibit 3, TWH has a significantly larger volume of emergency room visits than




all the other hospitals in the region. TWH’s volume of emergency room visits is
comparable to the volume of emergency room visits of the hospitals located in the
Harrisburg MSA, whereas the volume of Geisinger’s and Evangelical’s
emergency room visits is substantially less than the volume of emergency room
visits of the hospitals located in the Harrisburg MSA even though Geisinger and
Evangelical have been reclassified into the Harrisburg MSA.

— As shown on the Comparison of North Central PA Hospitals Chart attached at
Exhibit 4, TWH’s case/mix index is comparable to the case/mix index of the
hospitals that are physically located in the Harrisburg MSA and/or have been
reclassified into the Harrisburg MSA (e.g., Geisinger) and is notably more acute
than the remaining hospitals in the region.

— Historically, TWH’s base salary for entry level nurses was comparable to
Geisinger’s. However, Geisinger is currently able to offer a higher base salary for
entry level nurses, a higher signing bonus for nurses® and a recent 12% increase in
nurse salaries due to the fact that it receives a higher wage index than TWH.
TWH’s ability to recruit and retain nurses is negatively affected by its inability to
offer similar benefits as a result of its receiving a lower wage index. In the long
run, this makes it difficult, if not impossible, for hospitals located in a
Single-Hospital MSA surrounded by rural counties to recruit and retain the
qualified health care professionals they need to serve their communities. This
concern is especially significant given the fact that TWH is the only hospital in its
urban area and therefore has an even greater obligation to the communities they
serve. Without necessary assistance from CMS, the long term financial viability
of TWH is questionable.

— For the first time in five years, TWH experienced a significant reduction in its
employees’ job satisfaction as a result of TWH’s inability to provide competitive
wages and benefits, as evidenced by a recent internal employee opinion survey.

e TWH has only been able to remain viable and continue to compete with Geisinger
and Evangelical in the level of services it provides as a result of the efficiencies TWH
achieved through its affiliation (the “Affiliation”) with Susquehanna Health System
(“SHS”) in 1994.7 These efficiencies were implemented over a 10-year period

6

Geisinger is able to offer a signing bonus equal to $4,000 - $5,500 depending on the individual’s willingness to
work nights and weekends. TWH is only able to offer a $2,000 signing bonus.

Prior to 1994, TWH and its health care affiliates operated as an independent health care system in the
Williamsport area known as North Central Pennsylvania Health System (“NCPHS”). At the same time, inpatient
and outpatient hospital and other medical services were also provided in the same area by Divine Providence
Hospital of the Sisters of Christian Charity (“Divine Providence Hospital”), Muncy Valley Hospital and their
affiliates as an independent health care system in the Williamsport area known as Providence Health Foundation
(“PHF”). In 1994, the PHF and NCPHS systems, including Divine Providence, Muncy Hospital and TWH,
combined their operations having concluded that the effective delivery of high quality, cost effective health care
in North Central Pennsylvania required the integration of their operations. The combination was effectuated
through the organization of Susquehanna Regional Health Care Alliance (which operates as SHS) and the




ending in 2004. Major cost reduction efforts included a 30% reduction in TWH’s bed
complement from 325 licensed beds to 225, and consolidation/reduction of
administrative overhead and support services. In addition, of the 282 licensed beds at
SHS’s other two hospitals (Divine Providence Hospital and Muncy Valley Hospital)
80% or 226 beds were delicensed. As a result, the overall SHS licensed acute bed
complement decreased from 607 to 325 or a 54% reduction. Now, with no additional
costs left to cut and TWH’s competitors continuing to receive higher wage indices,
TWH is at a competitive disadvantage which will adversely impact the services that
TWH is able to provide the community. While one might suggest that in a market
place environment those hospitals with higher labor reimbursements may, in the
future, offer additional or expanded services especially when TWH is forced to curtail
them, convenient access to these services by less ambulatory seniors will be lost.

e If TWH is not reclassified into the Harrisburg MSA, TWH will not be able to retain
its employees and patient care and access to care will be adversely affected as TWH
is no longer able to make up the shortfall through any additional cost reduction efforts
because it has already achieved a high level of efficiency as a result of the Affiliation.
Based on calculations by an auditor engaged by the Pennsylvania Attorney General,
SHS realized a net cost savings of $105 million dollars as a result of the Affiliation,
yet SHS gave back 117% of its savings to the community in the form of low-cost or
no-cost health care programs for the community, reduction in prices and/or limiting
actual price increases for existing services, although it was only required by the
Pennsylvania Attorney General to return 80% of the net cost savings it achieved as a
result of the Affiliation to the community.

e Based on the fact that TWH’s top competitors are Geisinger and Evangelical, both of
which have been reclassified into the Harrisburg MSA, TWH has clearly
demonstrated an economic connection to the Harrisburg MSA.

e TWH is a member of the Susquehanna Valley Rural Health Partnership (“SVRHP”) a
three-county rural health network of which TWH is the network referral facility. In
this capacity, TWH supports a number of hospitals and a federally qualified health
care center (“FQHC”) including Muncy Valley Hospital, Bucktail Medical Center,
Jersey Shore Hospital and Laurel Health which owns and operates the FQHC. If
TWH is not reclassified into the Harrisburg MSA, TWH may no longer be able to
support these health care organizations by providing IT services, hospital pharmacy
services, medical transport services and physician continuing medical education
programs.

delegation to SHS of responsibility for overall management and operation of the hospitals and their health care
affiliates.




2. Why should a single hospital in an urban county surrounded by rural counties that is
within a modest distance of a number of hospitals that have received one form or

another of special payment status relating to their rural locations, receive special
treatment under the wage index?

A hospital should receive special treatment under the wage index when it is a single
hospital in an urban county surrounded by rural counties that is within a modest distance of a
number of hospitals with whom it competes (in terms of services provided, emergency room
visits and case/mix) that have received one form or another of special payment status relating to
their rural locations. Under these circumstances, the wage index reclassification rules interfere
with a competitive market to the detriment of Medicare beneficiaries. A single hospital in an
urban county must offer a broad range of services to meet the needs of the Medicare
beneficiaries in its large service area while competing with hospitals that offer fewer services yet
receive increased reimbursement due to their ability to reclassify. This is exactly the type of
situation the geographic reclassification process is designed to address but, due to its unique
location, a single hospital in an urban county is unable to reclassify through the general
reclassification process.

CMS has consistently recognized the need to provide special treatment for certain
hospitals in relation to the wage index and the rules governing geographic reclassification. Most
recently, under Section 508(a) of the Medicare Prescription Drug, Improvement and
Modernization Act enacted on December 8, 2003, CMS attempted to “alleviate large disparities
in wage indices resulting from statutory reclassifications” by providing a one-time appeal
process for hospitals whose wage index was at least 10 percent less than the wage index of
hospitals located in an adjacent MSA that was reclassified by statute.® The Proposed Rule lists
TWH’s current wage index as 11 percent less than the wage indices of its competitor rural
hospitals which have benefited from reclassification. Accordingly, based on CMS’s prior
determinations of the type of hospitals that should receive special treatment, TWH is justified in
receiving special treatment under the wage index.

In addition, in rendering decisions on requests for reclassification, The Medicare
Geographical Classification Review Board is required to consider information provided by a
hospital applicant with respect to the effects of a hospital’s geographic classification on access to
inpatient hospital services of Medicare beneficiaries. As explained in the bullet below, unless
TWH is able to reclassify, there will be a negative impact on access to inpatient hospital services
for Medicare beneficiaries. Accordingly, CMS must level the playing field and provide TWH
with fair treatment under the wage index by permitting it to reclassify to the same area where its
competitors are located/have been reclassified.

¢ In evaluating Medicare discharges from FY 2005 HCRIS data, 52% of the total
Medicare discharges within a 35 mile radius of TWH have received the benefit of
increased Medicare reimbursement due to the wage index reclassification of the
respective hospitals treating those discharges. This leaves TWH with having to
support 31% of the total Medicare discharges in the 35 mile radius without the benefit
of increased reimbursement due to wage index reclassification.

¥ See 69 Federal Register 7340, at 7342-3.




3. Why should a hospital be allowed to reclassify to a labor market area that is further
away than other, closer urban labor market areas?

As explained above, CMS has stated that geographic reclassification should be limited to
hospitals that are disadvantaged by their current classification because they compete with
hospitals that are “located” (physically located or located by reason of being reclassified) in the
geographic area to which they seek reclassification. The focus is on competition, not location
per se. As explained above, the hospitals with which TWH competes (Geisinger and
Evangelical) are within 35 miles of TWH as indicated on the map attached at Exhibit 1, but have
been reclassified into the Harrisburg MSA. As also explained above, TWH’s competitor
hospitals are weakening its effectiveness as a health care provider and market participant.
Accordingly, the Harrisburg MSA is the appropriate MSA into which TWH should be
reclassified.

Permitting a hospital to reclassify to a labor market area that is further away than other
closer urban labor market areas is supported by the fact that individual hospitals® which are
seeking to reclassify to another area are not required to reclassify to the closest urban or rural
area to the hospital seeking reclassification. As long as they meet the proximity criteria
described in Section 412.230(b), they may reclassify into whatever area they choose.
Theoretically, a large urban hospital such as TWH that is surrounded by rural hospitals with
whom it competes would typically have a higher wage index and a higher average hourly wage
than the rural hospitals that surround it. Under these circumstances, one would assume that the
rural hospitals surrounding this hospital would seek to reclassify into the closest urban area
where its competitor is located. In reality, Geisinger and Evangelical, the rural hospitals
surrounding TWH requested and were granted reclassification into the Harrisburg MSA which is
located further away than the closer Williamsport MSA, but receives a higher wage index than
the Williamsport MSA. These unique circumstances place TWH at a competitive disadvantage
which justifies permitting TWH to reclassify to the same MSA where its competitors have been
reclassified.

Reclassifying TWH into a closer MSA such as the Scranton-Wilkes-Barre or State
College MSA would not be appropriate because: (1) hospitals in these MSAs are not TWH’s
competitors; (2) historically, these MSAs have had wage indices that have been virtually
identical to TWH’s'® and therefore, reclassification into these MSAs would not remedy TWH’s
disadvantaged status; and (3) while the boundaries of these MSAs may be closer than the
boundaries of the Harrisburg MSA, from a market based perspective, TWH competes for staff
and patients with, and provides services that exceed or are comparable to the services offered by,
Geisinger and Evangelical, both of which have been reclassified into the Harrisburg MSA.

TWH competes for employees with a number of hospitals, but is the only one of these
hospitals that does not receive increased reimbursement. TWH has only been able to remain
viable and continue to compete with it competitors in the level of services it provides as a result
of the efficiencies TWH achieved through its affiliation with SHS in 1994. Now, with no

®  With the exception of sole community hospitals and rural referral centers.

1% Since FY 2001, the wage index for the Scranton-Wiles-Barre MSA and the State College MSA have been
negligibly lower/higher (2-4%) than TWH’s wage index.
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additional costs left to cut and TWH’s competitors continuing to receive higher wage indices,
TWH is at an unfair competitive disadvantage which will adversely impact the services that
TWH is able to provide the community. If TWH is not reclassified into the Harrisburg MSA,
TWH will not be able to retain its employees and patient care and access to care will be
adversely affected.

We thank you for the opportunity to express our comments to the section of the FY 2007
Inpatient Prospective Payment System Proposed Rule titled “Geographic Reclassifications” and
appreciate your consideration of the issues we raised. As always, we would welcome the
opportunity to discuss with you in more detail the special circumstances facing Isolated
Hospitals in Single-Hospital MSAs and the advocated changes to the Medicare rules allowing for
the reclassification of these hospitals.

Sincerely,

DB Ll s

Richard DeWald, Chairman of Board of Directors
The Susquehanna Health System
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COMPARISON OF NORTH CENTRAL PA HOSPITALS
EMERGENCY ROOM CAPABILITY AND VOLUME
Updated: 3/28/2006

E.D.

>ROVIDER EMERGENCY TOTAL  INPATIENT AMBULANCE SERVICE

NUMBER NAME COUNTY CAPABILITY VISITS ADMITS ALS BLS AIR MICU MCCU
390045 Williamsport Hospital  Lycoming Comprehensive 50,874 6,282 Yes Yes No Yes No
390013 Evangelical Hospital Union General 28,049 3849 Yes Yes No No No
390006 Geisinger Medical Ctr.  Montour Comprehensive 37,246 6,161 No No Yes No No
390079 Robert Packer Hospital Bradford General 28,182 4660 No No No No No
390071 Lock Haven Hospital Clinton General 12,773 1700 Yes No No No No
390043 Soldiers & Sailors Hosp. Tioga General 14,429 1600 Yes Yes No Yes No
390246 Charles Cole Potter General 9,265 1,348 Yes No No No No
390072 Berwick Hospital Columbia General 13,634 1968 No No No No No
390003 Bloomsburg Hospital Columbia General 14,086 1538 No No No No No
390268 Mt. Nittany Medical Ctr. Centre General 40,870 5229 No No No No No

Harrisburg Area Hospitals
390004 Holy Spirit Hospital Cumberland General 50,375 9,488 Yes Yes No Yes No
390256 Hershey Medical Ctr.  Dauphin Comprehensive 45,044 7656 Yes Yes Yes No No
390067 Pinnacle Hospitals Dauphin General 78,274 14157 Yes No No No No

Source Dept of Health, Annual Hospital Questionnaire - July 1, 2003 through June 30, 2004

Abbreviations:
ALS - Advanced Life Support BLS - Basic Life Support AIR - Air Ambulance
MICU - Mobile Intensive Care Unit MCCU - Mobile Critical Care Unit
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Richard W. DeWald

‘ Susq Uehan na Chairman ;)f[he Board
w Health System Sister Joanne Bednar

Vice Chairman

Divine Providence Hospltal MunQ/ Valley Hospital
The Williamsport Hospital & Medical Center Steven P. Johnson

President & CEO

June 9, 2006

VIA FEDERAL EXPRESS

Centers for Medicare & Medicaid Services
Department of Health & Human Services
Attn: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Re: Comments to Proposed Changes to the Hospital Inpatient
Prospective Payment Systems and Fiscal Year 2007 Rates
Published in the Federal Register on April 25, 2006

To Whom It May Concern:

Geographic Reclassifications

The following comments are being submitted on behalf of Divine Providence Hospital
(“DPH”) relating to the section of the FY 2007 Inpatient Prospective Payment System Proposed
Rule (the “Proposed Rule”) titled “Geographic Reclassifications.” DPH is a specialty/psychiatric
hospital and part of The Susquehanna Health System (“SHS”) in north central Pennsylvania.
DPH provides comprehensive behavioral health services, a Liver Disease Center, the Kathryn
Candor Lundy Breast Health Center, Susquehanna Cancer Center, Susquehanna Home Care and
Hospice, Occupational Health and Sports Medicine, Susquehanna Sleep Disorder Center,
Susquehanna Wound Healing Center, Dialysis Services, and the Community Heaith Center
medical and dental clinics. Many of the services provided at DPH are structured to meet the
needs of the community and is reflected in the overall patient satisfaction rating at or above the
95% positive standard with 97% of patients indicating that they would return for services or
recommend us to friends and acquaintances.

Providing such a broad range of community services requires adequate Medicare
reimbursement. As part of SHS the hospital is acutely aware of the financial strain that is placed
on the healthcare system due to the wage index reclassification problem at The Williamsport
Hospital (“TWH”). DPH strongly supports the advocated changes to the Medicare rules
allowing for the reclassification of hospitals located in a single hospital MS As surrounded by
rural counties. The Centers for Medicare & Medicaid Services (“CMS”) should immediately
adopt these changes to the urban county group reclassification regulations whereby a hospital in
a single hospital MSA surrounded by rural counties would be able to reclassify to the closest

Divine Providence Haspital Campus, 1100 Grampian Boulevard, Williamsport, PA 17701-1995
570-326-8000 Fax 570-326-8902




[

urban area that is part of a Combined Statistical Area (“CSA”) located in the same State as the
hospital.

In what we believe is only two areas of the United States today, there are individual
urban hospitals' that are the sole hospital in their particular urban area (hospitals in single-
hospital MSAs) that have historically found themselves surrounded by rural hospitals with whom
they compete that receive higher Medicare payments because they have been reclassified to
higher Medicare wage index areas or because CMS considers them rural referral centers, sole
community hospitals, critical access hospitals or Medicare dependent hospitals (we will
hereinafter refer to these hospitals as “hospitals located in a Single-Hospital MSA surrounded by
rural counties™).> Because these hospitals located in a Single-Hospital MSA surrounded by rural
counties operate in urban areas that are not adjacent to any other urban area, they are unable to
secure Medicare wage reclassification aithough they are at a competitive disadvantage because
they are competing for labor with hospitals in nearby areas with higher wage indices. They
cannot secure Medicare wage reclassification on an individual hospital basis under 42 CFR
412.230 because, according to CMS standards, they are too far from the nearest urban area’ and,
by definition, the ratio of a hospital in a single-hospital MSA’s average hourly wage to the
average hourly wage of hospitals in the area in which the hospital is located is always 100% and
therefore, these hospitals can not meet the 108% threshold for urban hospitals. Similarly, these
unique hospitals cannot secure Medicare wage reclassification on a county-wide basis under 42
CFR 412.234 because they are not adjacent to any urban area, for fiscal year 2007, are not part of
a consolidated metropolitan statistical area (“CMSA”) or combined statistical area (“CSA”) that
includes the urban area to which they seek redesignation, and for fiscal years 2008 and
thereafler, are not part of a CSA that includes the urban area to which they seek redesignation.

Despite the fact that CMS has specifically stated that geographic reclassification is for
hospitals that are disadvantaged by their current classification because they compete with
hospitals that are located in the geographic area to which they seek reclassification, and that the
intent for its FY 2006 proposed changes to the urban group hospital reclassification criteria was
“to preserve the reclassification opportunities for urban county groups,” we believe CMS has
failed to adequately address the inequities facing a specific subset of urban county groups,
namely hospitals located in a Single-Hospital MSA surrounded by rural counties, in relation to
the wage index and the rules governing geographic reclassification and is therefore failing to
preserve the reclassification opportunities for all urban county groups. The advocated changes
described in the Proposed Rule will enable CMS to adequately preserve the reclassification

opportunities for urban county groups.

! Unless specified otherwise, the use of the term “hospital” or “hospitals” in this comment letter only refers to
hospitals reimbursed under the prospective payment system.

2 From our research, it appears that only TWH, located in Williamsport, Pennsylvania, Lycoming County
(Williamsport, PA MSA) and Community Hospital, located in Grand Junction, Colorado, Mesa County (Grand
Junction, CO MSA) meet the definition of hospitals located in 2 Single-Hospital MSA surrounded by rural
counties.

3 Urban hospitals must be within 15 miles of the urban area into which they seek reclassification for Medicare wage
purposes. (Rural hospitals are permitted to be within 35 miles of the area to which they seek reclassification).

* June 4, 1991 Final Rule - 56 FR 25469, Sece also June 2, 1995 Proposed Rule — 60 FR 29202.

* May 4, 2005 Federal Register.
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The Proposed Rule invited comments on three specific questions concerning the
reclassification for hospitals located in a Single-Hospital MSA surrounded by rural counties.

1. What is the justification for reclassifying a hospital that is receiving a wage index
reflecting its own wages?

A hospital, such as TWH, that receives a wage index reflecting its own wages is justified
in seeking reclassification when its competitors have all been reclassified to and/or are located in
an area that receives a wage index reimbursement that is significantly higher than the
competitors’ actual wages. The geographic reclassification rules have created an anomaly
whereby a reclassified hospital may receive wage index reimbursement above its own average
hourly wage. This excess reimbursement allows these reclassified hospitals to choose between
raising employees salaries or investing in new technology and services. The disadvantage for the
hospital receiving a wage index reflecting its own wages that competes with the reclassified
hospitals is that it must continually work to keep wages competitive while struggling to purchase
new technology and continue to provide the services the Medicare beneficiaries in its community
need.

Set forth below are specific examples of why TWH is justified in being reclassified
despite receiving its own wage index, including an analysis of TWH’s competitors and specific
examples of how patient care and access to care will be adversely affected if TWH is not
reclassified into the same MSA where its competitors are located and/or have been reclassified.

e TWH’s competitor hospitals (in terms of proximity, comparability of services and
other factors relevant to geographic reclassification) are Geisinger Medical Center
(“Geisinger”) and Evangelical Community Hospital (“Evangelical”), both of which
have been reclassified into the Harrisburg MSA and thereby receive a higher wage
index than TWH, placing TWH at a competitive disadvantage.

— As shown on the map attached at Exhibit 1, Geisinger and Evangelical are the
only PPS hospitals with which TWH competes that are located within 35 miles of
TWH. Both Geisinger and Evangelical frequently use billboard, newspaper and
radio advertising in Williamsport to recruit patients and staff to their facilities.

— As shown on the Service Contrast Chart attached at Exhibit 2, the level of
services TWH provides is close to that provided by Geisinger and substantially
more than that provided by Evangelical. As also shown on the Service Contrast
Chart, the level of services TWH provides is similar to that provided by Holy
Spirit Hospital which is located in the Harrisburg MSA; and greater than that
provided by Lock Haven Hospital, a rural hospital, and Mt. Nittany Hospital
which is located in the State College MSA.

— As shown on the Emergency Room Capability and Volume Chart attached at
Exhibit 3, TWH has a significantly larger volume of emergency room visits than
all the other hospitals in the region. TWH’s volume of emergency room visits is
comparable to the volume of emergency room visits of the hospitals located in the
Harrisburg MSA, whereas the volume of Geisinger’s and Evangelical’s
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emergency room visits is substantially less than the volume of emergency room
visits of the hospitals located in the Harrisburg MSA even though Geisinger and
Evangelical have been reclassified into the Harrisburg MSA.

— As shown on the Comparison of North Central PA Hospitals Chart attached at
Exhibit 4, TWH’s case/mix index is comparable to the case/mix index of the
hospitals that are physically located in the Harrisburg MSA and/or have been
reclassified into the Harrisburg MSA (e.g., Geisinger) and is notably more acute
than the remaining hospitals in the region.

— Historically, TWH’s base salary for entry level nurses was comparable to
Geisinger’s. However, Geisinger is currently able to offer a higher base salary for
entry level nurses, a higher signing bonus for nurses® and a recent 12% increase in
nurse salaries due to the fact that it receives a higher wage index than TWH.
TWH’s ability to recruit and retain nurses is negatively affected by its inability to
offer similar benefits as a result of its receiving a lower wage index. In the long
run, this makes it difficult, if not impossible, for hospitals located in a
Single-Hospital MSA surrounded by rural counties to recruit and retain the
qualified health care professionals they need to serve their communities. This
concern is especially significant given the fact that TWH is the only hospital in its
urban area and therefore has an even greater obligation to the communities they
serve. Without necessary assistance from CMS, the long term financial viability
of TWH is questionable.

— For the first time in five years, TWH experienced a significant reduction in its
employees’ job satisfaction as a result of TWH’s inability to provide competitive
wages and benefits, as evidenced by a recent internal employee opinion survey.

e TWH has only been able to remain viable and continue to compete with Geisinger
and Evangelical in the level of services it provides as a result of the efficiencies TWH
achieved through its affiliation (the “Affiliation”) with Susquehanna Health System
(“SHS”) in 1994.7 These efficiencies were implemented over a 10-year period
ending in 2004. Major cost reduction efforts included a 30% reduction in TWH’s bed
complement from 325 licensed beds to 225, and consolidation/reduction of

¢ Geisinger is able to offer a signing bomus equal to $4,000 - $5,500 depending on the individual’s willingness to

7

work nights and weckends. TWH is only able to offer a $2,000 signing bonus.

Prior to 1994, TWH and its health care affiliates operated as an independent health care system in the
Williamsport area known as North Central Pennsylvania Health System (“NCPHS”). At the same time, inpatient
and outpatient hospital and other medical services were also provided in the same area by Divine Providence
Hospital of the Sisters of Christian Charity (“Divine Providence Hospital”), Muncy Valley Hospital and their
affiliates as an independent health care system in the Williamsport area known as Providence Health Foundation
CPHF). In 1994, the PHF and NCPHS systems, including Divine Providence, Muncy Hospital and TWH,
combined their operations having concluded that the effective delivery of high quality, cost effective health care
in North Central Pennsylvania required the integration of their operations. The combination was effectuated
through the organization of Susquehanna Regional Health Care Alliance (which operates as SHS) and the
delegation to SHS of responsibility for overall management and operation of the hospitals and their health care
affiliates.




administrative overhead and support services. In addition, of the 282 licensed beds at
SHS’s other two hospitals (Divine Providence Hospital and Muncy Valley Hospital)
80% or 226 beds were delicensed. As a result, the overall SHS licensed acute bed
complement decreased from 607 to 325 or a 54% reduction. Now, with no additional
costs left to cut and TWH’s competitors continuing to receive higher wage indices,
TWH is at a competitive disadvantage which will adversely impact the services that
TWH is able to provide the community. While one might suggest that in a market
place environment those hospitals with higher labor reimbursements may, in the
future, offer additional or expanded services especially when TWH is forced to curtail
them, convenient access to these services by less ambulatory seniors will be lost.

e If TWH is not reclassified into the Harrisburg MSA, TWH will not be able to retain
its employees and patient care and access to care will be adversely affected as TWH
is no longer able to make up the shortfall through any additional cost reduction efforts
because it has already achieved a high level of efficiency as a result of the Affiliation.
Based on calculations by an auditor engaged by the Pennsylvania Attorney General,
SHS realized a net cost savings of $105 million dollars as a result of the Affiliation,
yet SHS gave back 117% of its savings to the community in the form of low-cost or
no-cost health care programs for the community, reduction in prices and/or limiting
actual price increases for existing services, although it was only required by the
Pennsylvania Attorney General to return 80% of the net cost savings it achieved as a
result of the Affiliation to the community.

e Based on the fact that TWH’s top competitors are Geisinger and Evangelical, both of
which have been reclassified into the Harrisburg MSA, TWH has clearly
demonstrated an economic connection to the Harrisburg MSA.

e TWH is a member of the Susquehanna Valley Rural Health Partnership (“SVRHP”) a
three-county rural health network of which TWH is the network referral facility. In
this capacity, TWH supports a number of hospitals and a federally qualified health
care center (“FQHC”) including Muncy Valley Hospital, Bucktail Medical Center,
Jersey Shore Hospital and Laurel Health which owns and operates the FQHC. If
TWH is not reclassified into the Harrisburg MSA, TWH may no longer be able to
support these health care organizations by providing IT services, hospital pharmacy
services, medical transport services and physician continuing medical education
programs.

2. Why should a single hospital in an urban county surrounded by rural counties that is
within a modest distance of 2 number of hospitals that have received one form or
another of special payment status relating to their rural locations, receive special
treatment under the wage index?

A hospital should receive special treatment under the wage index when it is a single
hospital in an urban county surrounded by rural counties that is within a modest distance of a
number of hospitals with whom it competes (in terms of services provided, emergency room
visits and case/mix) that have received one form or another of special payment status relating to
their rural locations. Under these circumstances, the wage index reclassification rules interfere




with a competitive market to the detriment of Medicare beneficiaries. A single hospital in an
urban county must offer a broad range of services to meet the needs of the Medicare
beneficiaries in its large service area while competing with hospitals that offer fewer services yet
receive increased reimbursement due to their ability to reclassify. This is exactly the type of
situation the geographic reclassification process is designed to address but, due to its unique
location, a single hospital in an urban county is unable to reclassify through the general
reclassification process.

CMS has consistently recognized the need to provide special treatment for certain
hospitals in relation to the wage index and the rules governing geographic reclassification. Most
recently, under Section 508(a) of the Medicare Prescription Drug, Improvement and
Modernization Act enacted on December 8, 2003, CMS attempted to “alleviate large disparities
in wage indices resulting from statutory reclassifications” by providing a one-time appeal
process for hospitals whose wage index was at least 10 percent less than the wage index of
hospitals located in an adjacent MSA that was reclassified by statute.® The Proposed Rule lists
TWH’s current wage index as 11 percent less than the wage indices of its competitor rural
hospitals which have benefited from reclassification. Accordingly, based on CMS’s prior
determinations of the type of hospitals that should receive special treatment, TWH is justified in
receiving special treatment under the wage index.

In addition, in rendering decisions on requests for reclassification, The Medicare
Geographical Classification Review Board is required to consider information provided by a
hospital applicant with respect to the effects of a hospital’s geographic classification on access to
inpatient hospital services of Medicare beneficiaries. As explained in the bullet below, unless
TWH is able to reclassify, there will be a negative impact on access to inpatient hospital services
for Medicare beneficiaries. Accordingly, CMS must level the playing field and provide TWH
with fair treatment under the wage index by permitting it to reclassify to the same area where its
competitors are located/have been reclassified.

e In evaluating Medicare discharges from FY 2005 HCRIS data, 52% of the total
Medicare discharges within a 35 mile radius of TWH have received the benefit of
increased Medicare reimbursement due to the wage index reclassification of the
respective hospitals treating those discharges. This leaves TWH with having to
support 31% of the total Medicare discharges in the 35 mile radius without the benefit
of increased reimbursement due to wage index reclassification.

3. Why should a hospital be allowed to reclassify to a labor market area that is further
away than other, closer urban labor market areas?

As explained above, CMS has stated that geographic reclassification should be limited to
hospitals that are disadvantaged by their current classification because they compete with
hospitals that are “located” (physically located or located by reason of being reclassified) in the
geographic area to which they seek reclassification. The focus is on competition, not location
per se. As explained above, the hospitals with which TWH competes (Geisinger and
Evangelical) are within 35 miles of TWH as indicated on the map attached at Exhibit 1, but have

¥ See 69 Federal Register 7340, at 7342-3.
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been reclassified into the Harrisburg MSA. As also explained above, TWH’s competitor
hospitals are weakening its effectiveness as a health care provider and market participant.
Accordingly, the Harrisburg MSA is the appropriate MSA into which TWH should be
reclassified.

Permitting a hospital to reclassify to a labor market area that is further away than other
closer urban labor market areas is supported by the fact that individual hospitals® which are
seeking to reclassify to another area are not required to reclassify to the closest urban or rural
area to the hospital seeking reclassification. As long as they meet the proximity criteria
described in Section 412.230(b), they may reclassify into whatever area they choose.
Theoretically, a large urban hospital such as TWH that is surrounded by rural hospitals with
whom it competes would typically have a higher wage index and a higher average hourly wage
than the rural hospitals that surround it. Under these circumstances, one would assume that the
rural hospitals surrounding this hospital would seek to reclassify into the closest urban area
where its competitor is located. In reality, Geisinger and Evangelical, the rural hospitals
surrounding TWH requested and were granted reclassification into the Harrisburg MSA which is
located further away than the closer Williamsport MSA, but receives a higher wage index than
the Williamsport MSA. These unique circumstances place TWH at a competitive disadvantage
which justifies permitting TWH to reclassify to the same MSA where its competitors have been
reclassified.

Reclassifying TWH into a closer MSA such as the Scranton-Wilkes-Barre or State
College MSA would not be appropriate because: (1) hospitals in these MSAs are not TWH's
competitors; (2) historically, these MSAs have had wage indices that have been virtually
identical to TWH’s'® and therefore, reclassification into these MSAs would not remedy TWH’s
disadvantaged status; and (3) while the boundaries of these MSAs may be closer than the
boundaries of the Harrisburg MSA, from a market based perspective, TWH competes for staff
and patients with, and provides services that exceed or are comparable to the services offered by,
Geisinger and Evangelical, both of which have been reclassified into the Harrisburg MSA.

TWH competes for employees with a number of hospitals, but is the only one of these
hospitals that does not receive increased reimbursement. TWH has only been able to remain
viable and continue to compete with it competitors in the level of services it provides as a result
of the efficiencies TWH achieved through its affiliation with SHS in 1994. Now, with no
additional costs left to cut and TWH’s competitors continuing to receive higher wage indices,
TWH is at an unfair competitive disadvantage which will adversely impact the services that
TWH is able to provide the community. If TWH is not reclassified into the Harrisburg MSA,
TWH will not be able to retain its employees and patient care and access to care will be
adversely affected.

We thank you for the opportunity to express our comments to the section of the FY 2007
Inpatient Prospective Payment System Proposed Rule titled “Geographic Reclassifications” and
appreciate your consideration of the issues we raised. As always, we would welcome the

?  With the exception of sole community hospitals and rural referral centers.
' Since FY 2001, the wage index for the Scranton-Wiles-Barre MSA and the State College MSA have been
negligibly lower/higher (2-4%) than TWH’s wage index.




opportunity to discuss with you in more detail the special circumstances facing Isolated
Hospitals in Single-Hospital MSAs and the advocated changes to the Medicare rules allowing for
the reclassification of these hospitals.

Sincerely,

Sr. Joanne Bednar, President
Divine Providence Hospital
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EXHIBIT 3
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COMPARISON OF NORTH CENTRAL PA HOSPITALS

EMERGENCY ROOM CAPABILITY AND VOLUME

Updated: 3/28/2006
E.D.

’ROVIDER EMERGENCY TOTAL INPATIENT AMBULANCE SERVICE

NUMBER NAME COUNTY CAPABILITY VISITS ADMITS ALS BLS AIR MICU MCCU
390045 Williamsport Hospital Lycoming Comprehensive 50,874 6282 Yes Yes No Yes No
380013 Evangelical Hospital Union General 28,049 3849 Yes Yes No No No
390006 Geisinger Medical Ctr.  Montour Comprehensive 37,246 6161 No No Yes No No
390079 Robert Packer Hospital Bradford General 28,182 4660 No No No No No
390071 Lock Haven Hospital Clinton General 12,773 1700 Yes No No No No
390043 Soldiers & Sailors Hosp. Tioga General 14,429 1600 Yes Yes No Yes No
390246 Charles Cole Potter General 9,265 1348 Yes No No No No
390072 Berwick Hospital Columbia General 13,634 1968 No No No No No
390003 Bloomsburg Hospital  Columbia General 14,086 1538 No No No No No
390268 Mt. Nittany Medical Ctr. Centre General 40,870 5229 No No No No No

Hamrisburg Area Hospitals
390004 Holy Spirit Hospital Cumberland General 50,375 9488 Yes Yes No Yes No
390256 Hershey Medical Ctr.  Dauphin Comprehensive 45,044 7656 Yes Yes Yes No No
390067 Pinnacle Hospitals Dauphin General 78,274 Yes No No No No

14,157

Source Dept of Health, Annual Hospital Questionnaire - July 1, 2003 through June 30, 2004

Abbreviations:
ALS - Advanced Life Support
MICU - Mobile Intensive Care Unit

BLS - Basic Life Support
MCCU - Mobile Critical Care Unit

AIR - Air Ambulance
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Richard W. DeWald

% Susq Uehan na Chairman of the Board
Health System Sister Joanne Bednar

e Vice Chairman
Divine Providence Hospltal Mun(y Valley Hospital

The Williamsport Hospital & Medical Center Steven P. Johnson
President & CEO

aff’

June 9, 2006

VIA FEDERAL EXPRESS
)
Centers for Medicare & Medicaid Services
Department of Health & Human Services
Attn: CMS-1488-P
Mail Stop C4-26-05
7500 Security Boulevard
Baltimore, MD 21244-1850

Re: Comments to Proposed Changes to the Hospital Inpatient
Prospective Payment Systems and Fiscal Year 2007 Rates
Published in the Federal Register on April 25, 2006

To Whom It May Concern:

Geographic Reclassifications

The following comments are being submitted on behalf of Muncy Valley Hospital
("MVH?) relating to the section of the FY 2007 Inpatient Prospective Payment System Proposed
Rule (the “Proposed Rule”) titled “Geographic Reclassifications.” MVH is a Medicare Critical
Access hospital that is part The Susquehanna Health System (“SHS”) in north central
Pennsylvania. MVH provides selected acute care services, outpatient ancillary and surgical
services, emergency department services. long term care services and access to health education
and health promotion. As a Critical Access Hospital, we know the difference adequate Medicare
reimbursement can make to a hospital. As part of SHS we’ve experienced the crisis caused by
The Williamsport Hospital (“TWH?”) wage index reclassification problem. MVH strongly
supports the advocated changes to the Medicare rules allowing for the reclassification of
hospitals located in a single hospital MSAs surrounded by rural counties. The Centers for
Medicare & Medicaid Services (“CMS”) should immediately adopt these changes to the urban
county group reclassification regulations whereby a hospital in a single hospital MSA
surrounded by rural counties would be able to reclassify to the closest urban area that is part of a
Combined Statistical Area (“CSA™) located in the same State as the hospital.

In what we believe is only two areas of the United States today, there are individual
urban hospitals' that are the sole hospital in their particular urban area (hospitals in single-
hospital MSAs) that have historically found themselves surrounded by rural hospitals with whom

" Unless specified otherwise, the use of the term © ‘hospital” or “hospitals” in this comment letter only refers to
hospitals reimbursed under the prospective payment system.

Muncy Valley Hospital Campus, 215 Fast Water Street, Muncy, PA 17756-8700
570-546-8282 Fax 570-546-8009
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they compete that receive higher Medicare payments because they have been reclassified to
higher Medicare wage index areas or because CMS considers them rural referral centers, sole
community hospitals, critical access hospitals or Medicare dependent hospitals (we will
hereinafter refer to these hospitals as “hospitals located in a Single-Hospital MSA surrounded by
rural counties”).? Because these hospitals located in a Single-Hospital MSA surrounded by rural
counties operate in urban areas that are not adjacent to any other urban area, they are unable to
secure Medicare wage reclassification although they are at a competitive disadvantage because
they are competing for labor with hospitals in nearby areas with higher wage indices. They
cannot secure Medicare wage reclassification on an individual hospital basis under 42 CFR
412.230 because, according to CMS standards, they are too far from the nearest urban area’® and,
by definition, the ratio of a hospital in a single-hospital MSA’s average hourly wage to the
average hourly wage of hospitals in the area in which the hospital is located is always 100% and
therefore, these hospitals can not meet the 108% threshold for urban hospitals. Similarly, these
unique hospitals cannot secure Medicare wage reclassification on a county-wide basis under 42
CFR 412.234 because they are not adjacent to any urban area, for fiscal year 2007, are not part of
a consolidated metropolitan statistical area (“CMSA”) or combined statistical area (“CSA”) that
includes the urban area to which they seek redesignation, and for fiscal years 2008 and
thereafter, are not part of a CSA that includes the urban area to which they seek redesignation.

Despite the fact that CMS has specifically stated that geographic reclassification is for
hospitals that are disadvantaged by their current classification because they compete with
hospitals that are located in the geographic area to which they seek reclassification,* and that the
intent for its FY 2006 proposed changes to the urban group hospital reclassification criteria was
“to preserve the reclassification opportunities for urban county groups,”® we believe CMS has
failed to adequately address the inequities facing a specific subset of urban county groups,
namely hospitals located in a Single-Hospital MSA surrounded by rural counties, in relation to
the wage index and the rules governing geographic reclassification and is therefore failing to
preserve the reclassification opportunities for all urban county groups. The advocated changes
described in the Proposed Rule will enable CMS to adequately preserve the reclassification
opportunities for urban county groups.

The Proposed Rule invited comments on three specific questions concerning the
reclassification for hospitals located in a Single-Hospital MSA surrounded by rural counties.

1. What is the justification for reclassifying a hospital that is receiving a wage index
reflecting its own wages?

A hospital, such as TWH, that receives a wage index reflecting its own wages is justified
in seeking reclassification when its competitors have all been reclassified to and/or are located in

2 From our research, it appears that only TWH, located in Williamsport, Pennsylvania, Lycoming County
(Williamsport, PA MSA) and Community Hospital, located in Grand Junction, Colorado, Mesa County (Grand
Junction, CO MSA) meet the definition of hospitals located in a Single-Hospital MSA surrounded by rural
counties.

} Urban hospitals must be within 15 miles of the urban area into which they seek reclassification for Medicare wage
purposes. (Rural hospitals are permitted to be within 35 miles of the area to which they seek reclassification).

4 June 4, 1991 Final Rule - 56 FR 25469; See also June 2, 1995 Proposed Rule —- 60 FR 29202,

* May 4, 2005 Federal Register.
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an area that receives a wage index reimbursement that is significantly higher than the
competitors’ actual wages. The geographic reclassification rules have created an anomaly
whereby a reclassified hospital may receive wage index reimbursement above its own average
hourly wage. This excess reimbursement allows these reclassified hospitals to choose between
raising employees salaries or investing in new technology and services. The disadvantage for the
hospital receiving a wage index reflecting its own wages that competes with the reclassified
hospitals is that it must continually work to keep wages competitive while struggling to purchase
new technology and continue to provide the services the Medicare beneficiaries in its community
need.

Set forth below are specific examples of why TWH is justified in being reclassified
despite receiving its own wage index, including an analysis of TWH’s competitors and specific
examples of how patient care and access to care will be adversely affected if TWH is not
reclassified into the same MSA where its competitors are located and/or have been reclassified.

e TWH’s competitor hospitals (in terms of proximity, comparability of services and
other factors relevant to geographic reclassification) are Geisinger Medical Center
(“Geisinger”) and Evangelical Community Hospital (“Evangelical”), both of which
have been reclassified into the Harrisburg MSA and thereby receive a higher wage
index than TWH, placing TWH at a competitive disadvantage.

— As shown on the map attached at Exhibit 1, Geisinger and Evangelical are the
only PPS hospitals with which TWH competes that are located within 35 miles of
TWH. Both Geisinger and Evangelical frequently use billboard, newspaper and
radio advertising in Williamsport to recruit patients and staff to their facilities.

— As shown on the Service Contrast Chart attached at Exhibit 2, the level of
services TWH provides is close to that provided by Geisinger and substantially
more than that provided by Evangelical. As also shown on the Service Contrast
Chart, the level of services TWH provides is similar to that provided by Holy
Spirit Hospital which is located in the Harrisburg MSA; and greater than that
provided by Lock Haven Hospital, a rural hospital, and Mt. Nittany Hospital
which is located in the State College MSA.

— As shown on the Emergency Room Capability and Volume Chart attached at
Exhibit 3, TWH has a significantly larger volume of emergency room visits than
all the other hospitals in the region. TWH’s volume of emergency room visits is
comparable to the volume of emergency room visits of the hospitals located in the
Harrisburg MSA, whereas the volume of Geisinger’s and Evangelical’s
emergency room visits is substantially less than the volume of emergency room
visits of the hospitals located in the Harrisburg MSA even though Geisinger and
Evangelical have been reclassified into the Harrisburg MSA.

— As shown on the Comparison of North Central PA Hospitals Chart attached at
Exhibit 4, TWH’s case/mix index is comparable to the case/mix index of the
hospitals that are physically located in the Harrisburg MSA and/or have been
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reclassified into the Harrisburg MSA (e.g., Geisinger) and is notably more acute
than the remaining hospitals in the region.

— Historically, TWH’s base salary for entry level nurses was comparable to
Geisinger’s. However, Geisinger is currently able to offer a higher base salary for
entry level nurses, a higher signing bonus for nurses® and a recent 12% increase in
nurse salaries due to the fact that it receives a higher wage index than TWH.
TWH’s ability to recruit and retain nurses is negatively affected by its inability to
offer similar benefits as a result of its receiving a lower wage index. In the long
run, this makes it difficult, if not impossible, for hospitals located in a
Single-Hospital MSA surrounded by rural counties to recruit and retain the
qualified health care professionals they need to serve their communities. This
concern is especially significant given the fact that TWH is the only hospital in its
urban area and therefore has an even greater obligation to the communities they
serve. Without necessary assistance from CMS, the long term financial viability
of TWH is questionable.

— For the first time in five years, TWH experienced a significant reduction in its
employees’ job satisfaction as a result of TWH’s inability to provide competitive
wages and benefits, as evidenced by a recent internal employee opinion survey.

e TWH has only been able to remain viable and continue to compete with Geisinger
and Evangelical in the level of services it provides as a result of the efficiencies TWH
achieved through its affiliation (the “Affiliation”) with Susquehanna Health System
(“SHS”) in 1994.7 These efficiencies were implemented over a 10-year period
ending in 2004. Major cost reduction efforts included a 30% reduction in TWH’s bed
complement from 325 licensed beds to 225, and consolidation/reduction of
administrative overhead and support services. In addition, of the 282 licensed beds at
SHS’s other two hospitals (Divine Providence Hospital and Muncy Valley Hospital)
80% or 226 beds were delicensed. As a result, the overall SHS licensed acute bed
complement decreased from 607 to 325 or a 54% reduction. Now, with no additional
costs left to cut and TWH’s competitors continuing to receive higher wage indices,
TWH is at a competitive disadvantage which will adversely impact the services that
TWH is able to provide the community. While one might suggest that in a market
place environment those hospitals with higher labor reimbursements may, in the

Geisinger is able to offer a signing bonus equal to $4,000 - $5,500 depending on the individual’s willingness to
work nights and weekends. TWH is only able to offer a $2,000 signing bonus.

Prior to 1994, TWH and its health care affiliates operated as an independent health care system in the
Williamsport area known as North Central Pennsylvania Health System (“NCPHS”). At the same time, inpatient
and outpatient hospital and other medical services were also provided in the same area by Divine Providence
Hospital of the Sisters of Christian Charity (“Divine Providence Hospital”), Muncy Valley Hospital and their
affiliates as an independent health care system in the Williamsport area known as Providence Health Foundation
(“PHF”). In 1994, the PHF and NCPHS systems, including Divine Providence, Muncy Hospital and TWH,
combined their operations having concluded that the effective delivery of high quality, cost effective health care
in North Central Pennsylvania required the integration of their operations. The combination was effectuated
through the organization of Susquehanna Regional Health Care Alliance (which operates as SHS) and the
delegation to SHS of responsibility for overall management and operation of the hospitals and their health care
affiliates.




future, offer additional or expanded services especially when TWH is forced to curtail
them, convenient access to these services by less ambulatory seniors will be lost.

If TWH is not reclassified into the Harrisburg MSA, TWH will not be able to retain
its employees and patient care and access to care will be adversely affected as TWH
is no longer able to make up the shortfall through any additional cost reduction efforts
because it has already achieved a high level of efficiency as a result of the Affiliation.
Based on calculations by an auditor engaged by the Pennsylvania Attorney General,
SHS realized a net cost savings of $105 million dollars as a result of the Affiliation,
yet SHS gave back 117% of its savings to the community in the form of low-cost or
no-cost health care programs for the community, reduction in prices and/or limiting
actual price increases for existing services, although it was only required by the
Pennsylvania Attorney General to return 80% of the net cost savings it achieved as a
result of the Affiliation to the community.

Based on the fact that TWH’s top competitors are Geisinger and Evangelical, both of
which have been reclassified into the Harrisburg MSA, TWH has clearly
demonstrated an economic connection to the Harrisburg MSA.

TWH is a member of the Susquehanna Valley Rural Health Partnership (“SVRHP”) a
three-county rural health network of which TWH is the network referral facility. In
this capacity, TWH supports a number of hospitals and a federally qualified health
care center (“FQHC”) including Muncy Valley Hospital, Bucktail Medical Center,
Jersey Shore Hospital and Laurel Health which owns and operates the FQHC. If
TWH is not reclassified into the Harrisburg MSA, TWH may no longer be able to
support these health care organizations by providing IT services, hospital pharmacy
services, medical transport services and physician continuing medical education
programs.

Why should a single hospital in an urban county surrounded by rural counties that is
within a modest distance of a number of hospitals that have received one form or
another of special payment status relating to their rural locations, receive special
treatment under the wage index?

A hospital should receive special treatment under the wage index when it is a single
hospital in an urban county surrounded by rural counties that is within a modest distance of a
number of hospitals with whom it competes (in terms of services provided, emergency room
visits and case/mix) that have received one form or another of special payment status relating to
their rural locations. Under these circumstances, the wage index reclassification rules interfere
with a competitive market to the detriment of Medicare beneficiaries. A single hospital in an
urban county must offer a broad range of services to meet the needs of the Medicare
beneficiaries in its large service area while competing with hospitals that offer fewer services yet
receive increased reimbursement due to their ability to reclassify. This is exactly the type of
situation the geographic reclassification process is designed to address but, due to its unique
location, a single hospital in an urban county is unable to reclassify through the general
reclassification process.




CMS has consistently recognized the need to provide special treatment for certain
hospitals in relation to the wage index and the rules governing geographic reclassification. Most
recently, under Section 508(a) of the Medicare Prescription Drug, Improvement and
Modernization Act enacted on December 8, 2003, CMS attempted to “alleviate large disparities
in wage indices resulting from statutory reclassifications” by providing a one-time appeal
process for hospitals whose wage index was at least 10 percent less than the wage index of
hospitals located in an adjacent MSA that was reclassified by statute.® The Proposed Rule lists
TWH’s current wage index as 11 percent less than the wage indices of its competitor rural
hospitals which have benefited from reclassification. Accordingly, based on CMS’s prior
determinations of the type of hospitals that should receive special treatment, TWH is justified in
receiving special treatment under the wage index.

In addition, in rendering decisions on requests for reclassification, The Medicare
Geographical Classification Review Board is required to consider information provided by a
hospital applicant with respect to the effects of a hospital’s geographic classification on access to
inpatient hospital services of Medicare beneficiaries. As explained in the bullet below, unless
TWH is able to reclassify, there will be a negative impact on access to inpatient hospital services
for Medicare beneficiaries. Accordingly, CMS must level the playing field and provide TWH
with fair treatment under the wage index by permitting it to reclassify to the same area where its
competitors are located/have been reclassified.

¢ In evaluating Medicare discharges from FY 2005 HCRIS data, 52% of the total
Medicare discharges within a 35 mile radius of TWH have received the benefit of
increased Medicare reimbursement due to the wage index reclassification of the
respective hospitals treating those discharges. This leaves TWH with having to
support 31% of the total Medicare discharges in the 35 mile radius without the benefit
of increased reimbursement due to wage index reclassification.

3. Why should a hospital be allowed to reclassify to a labor market area that is further
away than other, closer urban labor market areas?

As explained above, CMS has stated that geographic reclassification should be limited to
hospitals that are disadvantaged by their current classification because they compete with
hospitals that are “located” (physically located or located by reason of being reclassified) in the
geographic area to which they seek reclassification. The focus is on competition, not location
per se. As explained above, the hospitals with which TWH competes (Geisinger and
Evangelical) are within 35 miles of TWH as indicated on the map attached at Exhibit 1, but have
been reclassified into the Harrisburg MSA. As also explained above, TWH’s competitor
hospitals are weakening its effectiveness as a health care provider and market participant.
Accordingly, the Harrisburg MSA is the appropriate MSA into which TWH should be
reclassified.

Permitting a hospital to reclassify to a labor market area that is further away than other
closer urban labor market areas is supported by the fact that individual hospitals® which are

¥ See 69 Federal Register 7340, at 7342-3.
®  With the exception of sole community hospitals and rural referral centers.




seeking to reclassify to another area are not required to reclassify to the closest urban or rural
area to the hospital seeking reclassification. As long as they meet the proximity criteria
described in Section 412.230(b), they may reclassify into whatever area they choose.
Theoretically, a large urban hospital such as TWH that is surrounded by rural hospitals with
whom it competes would typically have a higher wage index and a higher average hourly wage
than the rural hospitals that surround it. Under these circumstances, one would assume that the
rural hospitals surrounding this hospital would seek to reclassify into the closest urban area
where its competitor is located. In reality, Geisinger and Evangelical, the rural hospitals
surrounding TWH requested and were granted reclassification into the Harrisburg MSA which is
located further away than the closer Williamsport MSA, but receives a higher wage index than
the Williamsport MSA. These unique circumstances place TWH at a competitive disadvantage
which justifies permitting TWH to reclassify to the same MSA where its competitors have been
reclassified.

Reclassifying TWH into a closer MSA such as the Scranton-Wilkes-Barre or State
College MSA would not be appropriate because: (1) hospitals in these MSAs are not TWH’s
competitors; (2) historically, these MSAs have had wage indices that have been virtually
identical to TWH’s'® and therefore, reclassification into these MSAs would not remedy TWH’s
disadvantaged status; and (3) while the boundaries of these MSAs may be closer than the
boundaries of the Harrisburg MSA, from a market based perspective, TWH competes for staff
and patients with, and provides services that exceed or are comparable to the services offered by,
Geisinger and Evangelical, both of which have been reclassified into the Harrisburg MSA.

TWH competes for employees with a number of hospitals, but is the only one of these
hospitals that does not receive increased reimbursement. TWH has only been able to remain
viable and continue to compete with it competitors in the level of services it provides as a result
of the efficiencies TWH achieved through its affiliation with SHS in 1994. Now, with no
additional costs left to cut and TWH’s competitors continuing to receive higher wage indices,
TWH is at an unfair competitive disadvantage which will adversely impact the services that
TWH is able to provide the community. If TWH is not reclassified into the Harrisburg MSA,
TWH will not be able to retain its employees and patient care and access to care will be
adversely affected.

' Since FY 2001, the wage index for the Scranton-Wiles-Barre MSA and the State College MSA have been
negligibly lower/higher (2-4%) than TWH’s wage index.




We thank you for the opportunity to express our comments to the section of the FY 2007
Inpatient Prospective Payment System Proposed Rule titled “Geographic Reclassifications” and
appreciate your consideration of the issues we raised. As always, we would welcome the
opportunity to discuss with you in more detail the special circumstances facing Isolated
Hospitals in Single-Hospital MSAs and the advocated changes to the Medicare rules allowing for

Sincerely,
J/f (}W )’L 0

Robert E. More, Chairman of the Board of Directors
Munch Valley Hospital

the reclassification of these hospitals.
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EXHIBIT 3




/ %

COMPARISON OF NORTH CENTRAL PA HOSPITALS
EMERGENCY ROOM CAPABILITY AND VOLUME
Updated: 3/28/2006

E.D.

ROVIDER EMERGENCY TOTAL INPATIENT AMBULANCE SERVICE

NUMBER NAME COUNTY CAPABILITY VISITS ADMITS ALS BLS AIR MICU MCCU
390045 Williamsport Hospital  Lycoming Comprehensive 50,874 6,282 Yes Yes No Yes No
380013 Evangelical Hospital Union General 28,049 3,849 Yes Yes No No No
390006 Geisinger Medical Ctr. Montour Comprehensive 37,246 6,161 No No Yes No No
390079 Robert Packer Hospital Bradford General 28,182 4660 No No No No No
390071 Lock Haven Hospital Clinton General 12,773 1700 Yes No No No No
390043 Soldiers & Sailors Hosp. Tioga General 14,429 1600 Yes Yes No Yes No
390246 Charles Cole Potter General 9,265 1348 Yes No No No No
390072 Berwick Hospital Columbia General 13,634 1968 No No No No No
390003 Bloomsburg Hospital Columbia General 14,086 1538 No No No No No
390268 M. Nittany Medical Ctr. Centre General 40,870 5229 No No No No No

Harrisburg Area Hospitals
390004 Holy Spirit Hospital Cumberland General 50,375 9488 Yes Yes No Yes No
390256 Hershey Medical Ctr.  Dauphin Comprehensive 45,044 7656 Yes Yes Yes No No

390067 Pinnacle Hospitals Dauphin General 78,274 14157 Yes No No No No

Source Dept of Health, Annual Hospital Questionnaire - July 1, 2003 through June 30, 2004

Abbreviations:
ALS - Advanced Life Support BLS - Basic Life Support AIR - Air Ambulance
MICU - Mobile Intensive Care Unit MCCU - Mobile Critical Care Unit
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WakeMed €34

Finance

3000 New Bern Avenue
Raleigh, NC 27610

919 350-7106

June 7, 2006

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

P.O. Box 8011

Baltimore MD 21244-1850

Re: Medicare Program; Proposed changes to the Hospital Inpatient Prospective Payment Systems and FY
2007 Rates, File Code CMS-1488-P

Dear CMS;

The purpose of this letter is to comment on the Medicare Program’ s rule, Proposed Changes to Hospital
Inpatient Prospective Payment Systems and FY 2007 Rates. I work for WakeMed Health System in
Raleigh North Carolina. I am extremely concerned about the impact the implementation of HSRV
weights will have on my organization. Detailed comments are listed below:

HSRV Weights

This provision of the proposed rule negatively reduces reimbursement at our health system by
approximately $6.5 million. One of the main reasons CMS is implementing HSRV weights is to reduce
the “incentives Medicare payments may provide for the further development of specialty hospitals”.
WakeMed is a 752 Bed private, non profit Health system. WakeMed consists of two acute care hospitals,
one inpatient rehabilitation facility, two skilled nursing facilities, one home health agency, two outpatient
facilities and six outpatient rehabilitation facilities. There is no specialty hospital in our system. We
provide over $119 million in charity care. We annually treat in excess of 140,000 patients in our
emergency rooms. Our emergency room at our Raleigh campus is a level I trauma center. The impact of
this provision on our organization is severe. If this provision is implemented it will be extremely difficult
for us to continue to provide these services. Thus we are requesting that this provision be eliminated or
only be applied to specialty hospitals.

Please contact Jack Dennis at 919 350-7106 or Thomas Meehan at 719 564-0108 if you have any
questions.

Sincerely,

Db e

Rebecca Andrews
Vice President, Financial Services
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Robert H. Bea, CQE ;
Corporate Vice President
Regulatory and Quality Assurance

June 9, 2006

[}
The Honorable Mark B. McClellan, M.D., PH.D.
Administrator
Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P
Mail Stop C4-26-05
7500 Security Boulevard
Baltimore, MD 21244-1850

RE. CMS-1488-P: Medicare Program; Proposed Changes to the Hospital Inpatient Prospective Payment
Systems and Calendar Year 2007 Payment Rates

Dear Dr. McClellan:

Siemens Medical Solutions USA, Inc. welcomes the opportunity to provide comments on the proposed
2007 hospital inpatient prospective payment regulation published in the Federal Register on April 12,
2006. This notice sets out proposed payment rates for hospital inpatient services offered in calendar year
2006, and it addresses the methodology used to calculate these payment rates.

Siemens Medical Solutions, headquartered in Malvern, Pennsylvania and Erlangen, Germany, is one of
the largest suppliers to the healthcare industry in the world. The company is known for bringing together
innovative medical technologies, healthcare information systems, management consulting, and support
services, to help customers achieve tangible, sustainable, clinical and financial outcomes. Siemens
Medical employs approximately 31,000 people worldwide and operates in more than 120 countries.

Siemens appreciates and supports the efforts of CMS to improve the inpatient hospital prospective
payment system (IPPS) so that it will more accurately allocate payment for inpatient operating costs. We
have a few concerns, however, with the current proposal that we ask CMS to consider as it works towards
improvements of IPPS. This year’s proposed rule makes sweeping changes to the Medicare inpatient
prospective payment system, the largest changes since the payment system was implemented in the
early 1980’s. These changes focus on two major policy changes: the first recommends using hospital-
specific estimated “cost” based weights in calculating DRG payments: the second recommends a more
comprehensive method for identifying the patients’ severity of illness.

While Siemens believes that CMS should make appropriate changes to the IPPS as needed, the agency
should be cognizant of both the need to provide full information on the methodology used to set payment
rates to hospitals so that hospitals can weigh the impact of proposed changes, and the need to consider
the cumulative effect of changes in the various payment systems it administers on Medicare providers
generally. For example, the proposed ruie did not make available the patient classification software used
to group cases in to new severity-adjusted DRGs, and it departed from what we understand to be
standard approaches in using claims data to set DRG payment weights. Hospitals are understandably
uncertain in understanding the full impact of the proposed changes in the IPPS, and their approach
toward the services they offer in their communities and their technology acquisition decisions will
doubtless be impacted considerably.

Further, CMS should recognize that, as it is proposing significant changes in the IPPS, providers are also
having to deal with major changes in the Outpatient Prospective Payment System (OPPS) and the
Medicare Physician Fee Schedule (MPFS). This compounds the uncertainty associated with making
major investments in items like information systems or capital equipment until the payment systems reach
some kind of stability. In the meantime, hospitals may be reluctant to make the expenditures need to
manage more effectively, and Medicare beneficiaries may not be able to benefit from the most clinically

Siemens Medical Solutions USA, Inc. 51 Valley Stream Parkway Direct: (610) 448-1736

Customer Solutions Group Malvern, PA 19355 Fax: (610) 44871403
robert.bea@siemens.com
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effective diagnostic and therapeutic technology. Siemens recommends that any changes of the
magnitude of this proposed rule be done in a measured way so that hospitals have sufficient opportunity
to evaluate and adapt to these changes and continue to be able to provide appropriate access to care.

HSRV Weights, Cost-Based Weights and Cost Reports: The shift from “charge-based” to “cost-based”
reimbursement raises a number of concerns as follows:

- Data Lag: A transition from charge-based payment weights to cost-based payment weights would
introduce lags in the data used to calculate the rates. The proposed estimated ‘cost-based’ system
relies on Medicare cost reports and Medicare claims. For 2007 rates, CMS would use 2005
Medicare claims; however, cost reports would be used from 2004 and earlier. Additionally, many
new technological innovations available in 2007 will not be included in either the claims data or the
cost report data used to calculate payment rates.

- Variation in Hospital Reporting: The validity of cost report data has diminished over the years. In
any given time period, the data may be unreported or unsettled for a significant portion of hospitals.
CMS’s proposal to use a national approximation for hospital costs appears to ignore individual
hospital data that is not available in a particular year. The current system allows approximation if
data is not available.

- Compressing Categories Further Distorts Payment: In the proposed regulation, CMS bases the
estimated costs by sorting estimated costs into 10 groups. This consolidation of categories results
in a single category for devices and services. By combining very different products, the estimation
process would compress the values for higher cost, low mark-up items and inflate the value of
lower cost, high markup items.

-  Estimated Costs: The ‘cost’ of a particular item is not an approximation of the actual price the
hospital pays for the item, but is a calculation of a charge multiplied by an average markup (a cost
to charge ratio) from one of the 10 CMS-designated cost groupings. CMS calculates this
‘estimated’ cost using a national rate that is specifically designed to ignore what may be legitimate
differences in cost structure between hospitals. The calculation penalized hospitals that use new
technologies.

- We further understand that the metrics take out the "top" 260 hospitals, subtly biasing the cost
structure away from providing the best care to providing average and non-referral center care. This
disproportionately impacts our imaging business which is focused on providing the best diagnostic
accuracy available, not just the average.

DRGs: Severity of liiness - Data Transparency: CMS needs to provide full and timely access to data
and all aspects of the revised methodology to hospitals that must adapt their systems appropriately so as
to ensure efficient and cost-effective operation while continuing to provide access to quality care.

Additionally, hospitals, payers and software vendors who provide coding and billing IT solutions, currently
have access to the complete DRG classification methodology, which CMS makes publicly available.
Complete and timely access to this methodology is critical because the resulting solutions allow hospitals
to process and file claims more timely and accurately, avoiding unnecessary denials, rejections and
potential false claims. As such, it is important that as CMS changes the DRG system, vendors such as
Siemens Health Services retain access to the underlying methodology at an equivalent level of detail.
Unfortunately, this does not seem to be the case under the proposed move to an ‘All Patient Refined
Diagnosis Related Group’ (APR-DRG) classification system, which is a proprietary method owned by 3M
Health Information Systems. Any information currently extended to hospitals, payers and software
vendors regarding this APR-DRG case-mix grouping and severity-adjustment methodology is limited and
insufficient to both fully evaluate the proposed rule and implement its proposal.




it is also important that CMS not grant any particular vendor a monopoly, which could potentially raise
healthcare costs. CMS’ use of this proprietary system would result in a competitive advantage for 3M
Health Information Systems over other vendors in the business, including Siemens Health Services,
unless CMS were to ensure access to source code, comprehensive system and user documentation, test
data and quality support from 3M, at costs commensurate with current costs associated with existing
DRG methodology and in advance of implementation of the APR-DRG methodology (i.e, ideally 12
months to ensure effective support to hospitals). CMS’ apparent reliance on this proprietary system is in
contrast to the open DRG model that CMS has supported since the promulgation of the IPPS in the early
1980’s, a model that has been open to public evaluation and discussion. It is essential that any
classification system adopted by CMS meet minimal standards of public review, discussion, adaptation
and transparency. As such, transparency is critical to advancing affordability in the healthcare system
Adoption of this complex system, which is not fully transparent, will increase software acquisition, training
and service costs.

Timeframe for Change: The proposed rule calls for implementation to begin as early as October 1,
2006. We do not believe it is realistic to expect hospitals to be prepared for a change to the inpatient
hospital payment system of this magnitude in less than five months. Hospitals would not have time to
effectively evaluate the impact of the rule, nor effectively plan for and implement the system. Additionally,
the timeframe — coupled with the current unavailability of detail regarding the methodology (as discussed
above) — would make it impossible for software vendors to support hospitals in this effort through
provision of appropriate coding and billing solutions. Additionally, there are a number of other changes
that will be implemented concurrently that will impact how hospitals manage and bill Medicare via the
IPPS, including the quality initiatives under the Deficit Reduction Act.

We therefore recommend that CMS delay implementation of the proposed rule to allow for adequate time
to evaluate the proposal and methodology. Further, we would recommend a transition timeframe for
implementation which would allow hospitals to revise their current systems, some in operation for 20
years, and to re-train both their physicians (regarding how patient encounters are documented to better
account for severity levels) and their coding staffs, who will need more time under the revised
methodology to perform their coding responsibilities. This delay in implementation is critical to ensure that
there is no disruption to services provided to Medicare beneficiaries and all hospital patients.

Summary: In summary, Siemens believes this reform in the DRG system, the most significant since the
early 1980’s, has created uncertainty and speculation: hospitals need time to evaluate the impact to them
and time to implement necessary changes to their coding and billing systems. Unfortunately, the current
60-day comment period does not allow adequate time to fully evaluate the impact of these sweeping
changes. As such, we recommend that CMS delay implementation of this rule for an appropriate period,
minimally one year. Additionally, we request that CMS make available, in advance, sufficient detail about
the inputs/data and the new methodology so that hospitals and others can evaluate and comment on
whether it should be adopted, assess what they will need to do to operate under the new system, and
evaluate access to care.

Frdededed

Thank you for your consideration of our request. Please contact me directly if you would like additional
information with respect to our above comments.

Sincer

Robert H. Bea
Corporate Vice President Regulatory and Quality Assurance
Chief Compliance Officer

Siemens Medical Solutions USA, Inc.
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Aurora Health Care

June 8, 2006

Mark McClellan M.D., Ph.D., Administrator
Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attn: CMS-1488-P

Mail Stop C4-26-05

7500 Security Bivd.

Baltimore, MD 21244-1850

Dear Dr. McClellan,

3000 West Montana Street

P.O. Box 343910

Milwaukee, Wl 53234-3910

s

T (414) 647-3000
www.AuroraHealthCare.org

Aurora HealthCare wishes to comment on the April 25" Federal Register entitled, Medicare Program;
Proposed Changes to the Hospital Inpatient Prospective Payment Systems and Fiscal Year 2007 Rates.
Aurora HealthCare owns and operates the following Hospitals in the Eastern Wisconsin area:

Aurora St. Luke’s Medical Center

Provider # 52-0138

Aurora Sinai /Medical Center

Provider # 52-0064

Aurora Medical Center — Washington County

Provider # 52-0038

Aurora Medical Center — Oshkosh

Provider # 52-0198

Aurora Medical Center - Manitowoc County

Provider # 52-0034

Aurora BayCare Medical Center

Provider # 52-0193

Aurora Medical Center — Kenosha

Provider # 52-0189

Aurora Medical Center — Sheboygan County

Provider # 52-0035

Aurora Lakeland Medical Center

Provider # 52-0102

Memorial Hospital of Burlington

Provider # 52-0059

West Allis Memorial Hospital

Provider # 52-0139

In particular, Aurora HealthCare would like to comment on the changing of the DRG weight calculation
from a charge based to a cost based system, removal of offsite non patient care time for Indirect Medical
Education reimbursement, the movement to severity adjusted DRG’s, the expansion of number of
quality measures to report on, and non payment for infections not present at the time of admission.

DRG Reclassification

Aurora HealthCare takes issue in the re-weighting of the Medicare inpatient DRG’s based upon costs
rather than billed charges. Our main issues are as follows:
* Notall hospitals have the same cost to charge ratios. In fact, in order to remain competitive,

many urban facilities do not mark up expensive surgical supplies such as drug eluding stents
and pacemakers, very much at all to keep managed care companies from not authorizing a
potentially life saving surgery. These supplies in the CMS calculation are marked up based upon

overall department markup, which may not reflect actual supply mark-up.
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* Two hundred sixty very large hospitals representing twenty five percent of the total charges
were excluded from the cost center cost to charge ratio calculation. However, these hospitals
were not exempt from the effects of the DRG weight change, even though the data from their
Hospital(s) were not included in the calculation of the DRG weights. Large hospitals offer cutting
edge technology services such as Cardiology, and Neurosurgery. Excluding these hospitals from
the cost to charge ratio calculation does not give an accurate national cost to charge ratio for
modeling purposes.

» Hospitals do not consistently group costs in the same manner on the Medicare cost report. This
will lead to cost to charge ratio inaccuracies for the calculation of the DRG payments.

» The cost to charge ratio data used in the calculation is based upon cost report information from
2003. Current technology such as drug-eluding stents, and bi-ventricular pacemakers were in its
infancy in 2003, and does not accurately reflect the utilization of these services as it exists today.
This leads to inaccuracies in the way these DRG’s are proposed to be reimbursed by CMS
compared to the actual costs the Hospital incurs for the inpatient stay.

¢ Cardiology related services will be hit unusually hard in this proposal. As a result of these
changes the proposed DRG'’s for stents will be reduced 24 to 34%, ICD implants will be reduced
22 to 24%, and pacemakers reduced 12 to 14%. Drug eluding stents cost $3,000 a piece. The
average number of stents per patientis 1.65. Cost for drug eluding stents per patient is $4,950.
With the average reimbursement for DRG 558 being $7,200, this leaves $2,250 to cover the
surgery, all of the other supplies, drugs, and the patient stay of two days. This will not even
cover the direct costs much less the overhead it takes to run a hospital. The payment shortfall
will have a devastating impact for Cardiology programs across the country, and will potentially
cause access problems due to programs not being able to recover the cost of the leading edge
technology. This is clearly not the intent of what CMS wanted to do.

With DRG’s being a payment system of gains on some DRG’s and losses on others, recalculation of the
DRG weights based upon costs, will cause a lot more losers than gainers. This could cause hospitals not
to invest in expensive life saving treatments due to lack of adequate payment, and therefore inhibit
potentially life saving patient care.

Due to the drastic financial effect this has on hospitals, at a minimum this change should delayed for one
year, or be phased in over a four year period of time to allow hospitals to adjust to the new payment.

DRG’s: Severity of lliness

Aurora HealthCare supports CMS’s concept of paying claims more accurately by having severity
payment levels within each DRG. However, there needs to be a lot more work done before severity
DRG's can be implemented.

* More time is needed before implementation for coding staff training.

* The Severity of iliness DRG grouper needs to be released to the public so other information
system vendors can perform the necessary programming for medical records and business
office software systems. Having 3M maintain control of the grouper software limits access by
other software vendors to begin reprogramming of the many of computer systems that
needs to have the severity adjusted grouper software and are not compatible with the 3M
grouper. This needs to happen well before implementation so hospitals can test their
systems, and study the impact on their facilities.
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e The new version of the UB-92 needs to be released, so the additional ICD-9 codes beyond
nine can be accepted by claims processing system. Without this change hospital providers
may not get paid accurately under the severity adjusted system.

* ICD-10 codes need to be implemented in order to obtain an accurate patient diagnosis.

e The effect the severity adjusted payment system has on outliers needs to be studied more
closely to make the sure payment is accurate for the resources consumed by the patient.

CMS also needs to take the additional time to implement this so their systems operate smoothly and not
create accounts receivable problems for the hospitals.

Hospital Quality Data

Aurora HealthCare supports CMS’s effort to expand the number of quality measures hospitals report on
in order to receive the full market basket payment increase. However, more time is needed in order for
hospitals to implement the expansion. With the final notice not coming out until the beginning of
Au%ust, and the quarterly data that CMS wants providers to report the expanded data is due on August
15™. That is not enough time for providers to implement the change. Many hospitals use external
vendors to compile and submit the data to CMS. Vendors need adequate time to deal with the
programming changes necessary to implement the revised quality measures after the regulation is final.
Software testing at the hospital needs to be completed to make sure the data is complete and accurate.
Aurora HealthCare proposes delaying this provision for at least six months to allow for a smooth
implementation.

Value Based Purchasing

Aurora HealthCare is opposed to CMS’s recommendation to not pay additional payments for infections
acquired while the patient is in the hospital. Hospitals, most of the time, have no control over what the
patient complications arise when they are in the hospital. Many visitors who may come to the hospital
have drug resistant staph infections, and not even realize it. This can be passed along to the patient quite
easily.

Hospital’s infection control departments have measures in place to prevent infections as much as they
can. However, they cannot possibly control all of the infections all of the time. Hospital’s still need to be
paid adequately for taking care of the patient, especially the complex hard to treat patient with acquired
infections.

FTE Resident Count and Documentation

Aurora HealthCare remains opposed to CMS’s interpretation of Public Law 105-33 requiring only patient
care time spent be allowed in the FTE count calculation when the Intern or Resident is training outside of
the Hospital.

Interns and residents, in order to obtain proper training must spend significant non-patient care time out
of the hospital. Time spent at external seminars, reviewing clinic patient charts, researching patient
symptoms for related diseases, virtual learning (practice suturing ect.) and documentation coordination
with the physician in their clinic, are just of the few of very important functions the Intern or Resident
spends doing activities outside of the hospital. These are very essential roles for the education of future
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Physicians. Residents are bound to train for a maximum of 80 hours per week, so wherever the resident
may have down time, they spend their time on these non - direct patient care functions. Without these
functions, the training programs cannot exist.

CMS has made a commitment to fund Graduate Medical Education programs. Without adequate
funding by CMS for these programs, many programs will not be able to survive and forced to shut
down.

Aurora HealthCare would like to thank CMS for the opportunity to submit our comments on this very
important proposed regulation. Should you have any questions, please feel free to call Steve Kowske at
414-647-3429.

Sincerely,

e

David Eager
Vice President - Finance
Aurora HealthCare
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Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

RE: 2007 Proposed Rule
CMS-1488-P
HSRV

Dear CMS:

Winthrop University Hospital located in Mineola, New York would like you to consider
the following comments with respect the 2007 Proposed Rule specifically related to the
HSRV methodology. Winthrop is negatively impacted by the DRG weight component of
this proposed change by approximately $8 million.

General Concept
The data used in the formulation of the national RCC is subject to wide variation in cost

and charge reporting specifically related to high cost implants that over allocates costs to
inpatient routine and creates a new inaccurate bias toward medical DRG’s.

A delay of the proposed rule is necessary in order to perform an HSRV base year audit to
properly group the cost, gross charges and Medicare charges of a group of supplies that
have evolved over time and subsequently never been subject to intermediary scrutiny for
proper matching. The appropriate questions to be asked by fiscal intermediaries appear
below and should not be difficult to implement by hospitals. The result of this audit
would be to generate an accurate RCC which then could be applied to the new modified
charge methodology.

259 First Street, Mineola, Long Island, New York 11501 516-663-0333 www.winthrop.org

A major teaching affiliate, State University of New York, Stony Brook School of Medicine / A partner in the Winthrop South Nassau University Health System, Inc.
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Background
The proposed rule begins with a premise that advances in technology and the

corresponding charge markups over time generate a bias in the development of charge
based weights in favor of providers that offer specialized services. The analysis done by
CMS and MedPAC mentions the low cost to charge ratio (RCC) nationally for cardiology
and concludes that moving to a cost based relative weight would remove the bias.

Over time, technological advances have been made in medical devices such as stents,
pacemakers, defibrillators and orthopedic implants. As the per item cost of these devices
was high, many providers moved to consignment purchasing. As group purchasing
emerged and lowered the cost, many providers switched back to inventory. At the same
time, supply chain operational improvements were being implemented all over the
country such as just-in-time inventory and Procedure Based Delivery Systems (PBDS).
These operational improvements and consignment purchasing options changed the way
supplies flowed through the hospital. Most of these options require the supplier to
deliver the implants directly to storage in the operating room, the cardiac catherization
laboratory or the Electrophysiology laboratory. As such, the cost of these implants is
directly assigned to the ordering department. This is in contrast to pre Inpatient
Perspective Payment where most supplies flowed through the central supply department.

Cost Allocation Error

Basic cost report instructions require all supplies to be reclassified on Exhibit A-6 out of
their respective departments up to the Central Supply routine cost center and allocated
back down through the step down process based on the recommended B-1 statistic
“Central Supply Costed Requisitions”. The new modes of delivery described above
render the traditional cost allocation statistic inaccurate because high cost implants are
not issued by the central supply department. Hence, the cost of implants become
allocated to inpatient routine as the central supply department currently generates a heavy
allocation to the nursing floors because of floor stock requisitions. If an A-6
reclassification is not made, then the cost of implants remain in the directly assigned
areas such as the operating room or cardiology. Therefore the RCC for medical surgical
supplies is materially understated.

Charges
Most new services added to the Charge Description Master (CDM) for supplies and

implants will direct the recap of those charges to the Medical Surgical Supplies Sold
ancillary cost center. In situations where implant costs were not reclassified and remain
in the directly assigned departments, the charges could either recap in the directly
assigned ordering department or the Medical Surgical Supply cost center.

Throughout this time CMS has kept pace and mandated specific revenue codes to be
attached to the charge of each device. As such, CMS can easily identify the aggregate
charges for these items but also assign these charges to the Medical Surgical Supplies
ancillary center for the purpose of determining the RCC. Where the cost and charge
remain in the directly assigned area, CMS will classify the Medicare charge for those
implants to Medical Surgical Supplies Sold.



Conclusion/New Assumption

The CMS approach to collapse ancillary and routine cost centers into ten RCC groups
will not eliminate distortions in the mismatching of costs, charges and Medicare charges
described above since the operating room, cardiology, medical surgical supplies and
inpatient routine are each one of the ten groups.

It is also likely that the low RCC noticed in certain ancillary areas by MedPac is less
indicative of excessive charge markups for devices and more indicative of implant costs
ending up in inpatient routine. The over allocation and resulting under pricing of implant
DRG’s is compounded by the increase in inpatient Room and Board charges that has
occurred and been recognized by CMS over the past several years. These charge
increases have diluted the impact that an over allocation of implant costs would have on
the routine inpatient RCC. The result however under the HSRV methodology is
devastating to hospitals providing procedure based services heavily dependent on
implants.

Utilizing the raw national RCC data will automatically under these circumstances
redistribute revenue away from procedure based services to medical services. This new
methodology should be delayed until clear instruction is given to providers to report the
cost and charges of implants with the Medical Surgical Supply cost center where the
Medicare charges for these services reside. The following issues need to be resolved.

Q-1

Is the cost of implants left in directly assigned ancillary areas on Worksheet
A? For example, the costs of pacemakers reside in the operating room while the implant
cost for defibrillators are left in the cardiology ancillary center.

Q-2
Are implant gross charges classified on Worksheet C as Medical Surgical?
For example, pacemaker gross charges are recapped on your general ledger as operating

room and stent gross charges are recapped with the cardiology ancillary center.

Q-3

If all supply costs including implants are reclassified up to the routine
Central Supply line to be allocated on the B-1 “Costed Requisition” statistic, how
was the B-1 statistic modified to recognize that the Central Supply department does
not issue implants? If the statistic was not modified, there would be an under allocation
of supply costs to the Medical Surgical ancillary line since most pulls from central supply
are from the nursing floors.

Q-4
If the B-1 statistic was not modified, were the costs for implants reclassified
separately back down to the Medical Surgical ancillary cost center?




If you have any questions, please do not hesitate to contact my office, I have enclosed my
business card for your reference.

Singkrely,

7 John F. Collins, CPA
Vice President, Finance




/4

BlueCross BlueShield
Association

An Association of Independent
Blue Cross and Blue Shield Plans

225 North Michigan Avenue

June 9, 2006 Chicago, Illinois 60601-7680
312.297.6000
Mr. Tzvi Hefter Fax 312.297.6609

. ., . www.BCBS.com
Centers for Medicare and Medicaid Services

Department of Health and Human Services
Room 1488-P

Mail Stop C4-26-05

7500 Security Boulevard

Baltimore, MD 21244-1850

Re: Comments on Medicare Program; Proposed Changes to the Hospital
Inpatient Prospective Payment Systems (IPPS) and Fiscal Year 2007 Rates;
Proposed Rule

Dear Mr. Hefter:

We have the following comments on the proposed rule for changes to the
hospital IPPS for fiscal year 2007, published in the April 25, 2006, Federal

Reaqister.

HOSPITAL QUALITY DATA - PAGE 24095

Public Law (P.L.) 109-171 sets out new requirements for the Reporting Hospital
Quality Data for Annual Payment Update (RHQDAPU) program. The payment
update for FY 2007 and each subsequent year will be reduced by 2.0 percentage
points for any hospital that does not submit certain quality data in a form and
manner and at a time specified by the Secretary.

Hospitals that wish to appeal this determination have appeal rights through the
Provider Reimbursement Review Board (PRRB). However, CMS believes that it
may be appropriate to establish a structured reconsideration process to precede
the PRRB appeal. We concur with CMS that it is appropriate to establish a
structured reconsideration process to precede the PRRB appeal in situations
where hospitals have failed to meet the RHQDAPU program requirements for
hospital data submission. Currently, there is an informal process in which
hospitals submit letters detailing their reasons for requesting that CMS
reconsider its decision. Since CMS has indicated that it is satisfied with this
informal process, we recommend that this be the basis for the structured
process.
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We recommend that if CMS formalizes a pre-appeal reconsideration process, it should clearly
inform hospitals of the procedures to follow and of their appeal rights. The notification of appeal
rights should specify the determination date from which the provider can appeal, whether it is the
date of the original CMS notification or the date of CMS’ response to the reconsideration request.
In addition, CMS should also indicate if the pre-appeal reconsideration process is mandatory or
optional for the hospitals.

As an alternative, CMS should consider expanding the Intermediary Appeals process for a
reconsideration process. The Intermediary Appeals process would be independent from CMS,
already has an established process, and can be completed timely.

SOLE COMMUNITY HOSPITAL(SCH)/MEDICARE-DEPENDENT HOSPITAL (MDH) VOLUME
DECREASE ADJUSTMENT - PAGE 24101

An SCH or MDH that experiences a decrease of more than 5 percent in its total number of
inpatient discharges from one cost reporting period to the next can get a payment adjustment.
CMS is proposing an alternative method for determining an SCH’s or MDH's target number of
core staff using data from the Medicare cost report and the occupational mix survey instead of
currently used, but outdated HAS/Monitrend information.

CMS indicated that the proposed methodology would be used beginning with requests for
adjustments for FY 2008 cost reports. It is not clear to which cost reports CMS is referring. We
recommend that CMS specifically identify the cost reports to which this change will be applicable,
i.e., cost reports beginning on or after Oct. 1, 2007, or cost reporting periods ending after

Oct. 1, 2007.

If a hospital has applied for, and been rejected for, a volume decrease adjustment based on the
methodology using the HAS/Monitrend data, can it apply for a reassessment under this new
methodology if it would yield a more favorable result? We recommend that CMS be very specific
in identifying the application of the proposed methodology.

DISPROPORTIONATE SHARE HOSPITALS (DSH) ADJUSTMENT - PAGE 24107

Section 951 of the Medicare Modernization Act (MMA) allows hospitals to request and receive
SSl data from CMS in relation to their DSH adjustment. Now that the provider can request the
SSI data, what is the timetable for them being able to get the information? Is there a certain date
by which they need to make the request? In addition, is there a certain timeframe that has to
pass before the provider can request the data? For example, for a FYE June 30, 2005, cost
report, when would the data be available from CMS, so that it could fill the provider’s request for
data for this year-end?

In addition, we note that there is no way for the intermediaries to verify and test the SSI data,
even if the provider does obtain it. What should the intermediary do if the provider requests and
obtains its SSI data and requests the intermediary to use it in determining the DSH adjustment?
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DIRECT GRADUATE MEDICAL EDUCATION (GME) PAYMENTS - PAGE 24111
Determination of Per Resident Amounts for New Teaching Hospitals - Page 24113

CMS proposes that a Per Resident Amount (PRA) determination will be made even where
residents are not on duty in the first month of a cost reporting period but where residents began
training in the prior cost reporting period. Effective for cost reporting periods beginning on or after
Oct. 1, 2006, if a new teaching hospital begins training residents in a cost reporting period
beginning on or after Oct. 1, 2006, and no residents are on duty during the first month of that
period, the PRA will be established using: 1) the cost and resident data from the cost reporting
period immediately following the one for which GME training at the hospital was first reported (the
base period); or 2) the updated weighted mean value of the PRAs of all hospitals located in the
same geographic area. As with existing policy, the proposed base year need not be a full cost
reporting period.

CMS should state that the PRA will be based on “the lesser of” the cost and resident data from
the cost report, or the updated weighted mean value of the PRAs of all hospitals located in the
same geographic area.

RESIDENT TIME SPENT IN NON-PATIENT CARE ACTIVITIES AS PART OF APPROVED
RESIDENCY PROGRAMS - PAGE 24114

CMS notes on page 24115 that “hospital complex” has been defined in the Sept. 29, 1989,
Federal Register, as the hospital, and the hospital-based providers and subproviders.

The Sept. 29, 1989, Federal Register indicates that hospital-based providers are facilities such as
skilled nursing facilities (SNFs) or home health agencies (HHAS).

On Aug. 1, 2002, CMS published revised regulations (42 CFR 413.65) regarding the
requirements for determining if a facility or organization qualified for provider-based status. It is
our understanding that if a provider qualifies as provider-based under this regulation, the facility
will be considered part of the hospital complex. If that is the case, we recommend that it be
clarified in the final rule.

We believe this clarification is necessary because, based on the 1989 Federal Register, only
facilities such as SNFs and HHAs (facilities that bill Medicare and have direct patient care
activities) can qualify as provider-based. In fact, for example, a separate building where only
research is conducted may qualify for provider-based status and should be included as part of the
hospital complex.
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NURSING AND ALLIED HEALTH EDUCATION ACTIVITIES - PAGE 24116

The regulations state that effective Oct. 1, 2003, programs in which employees participate that do
not lead to the ability to practice and begin employment in a nursing or allied health specialty are
treated as normal operation costs. CMS is clarifying that this provision applies to both employees
and trainees. We recommend that CMS make a regulation revision to reflect that trainees are
included in the normal operation costs to avoid confusion.

Thank you for the opportunity to comment on the proposed rule. Please call me at 312.297.5876
if you have any questions on our comments.

Sincerely,

Michael W. Harty
Director
Strategic Government Initiatives
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Mark B. McClellan, M.D., Ph.D.
Administrator

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

P.O. Box 8011

Baltimore, MD 21244-8010

RE: CMS-1488-P-Medicare Program; Proposed Changes to the HIPPS and FY 2007 Rates
Dear Dr. McClellan:

Kyphon welcomes the opportunity to comment on the Centers for Medicare & Medicaid
Services’ (“CMS”) Medicare hospital inpatient prospective payment system (“HIPPS”) proposed
rule for fiscal year 2007 (the “Proposed Rule”). Kyphon is the leading manufacturer of
innovative medical devices for performing balloon kyphoplasty, which is a minimally invasive
treatment for spinal fractures caused by osteoporosis or cancer. By achieving fracture
stabilization and correction of spinal deformity, patients experience significant reduction in pain
and improvement in mobility, thus reducing both the number of days in bed and the use of
analgesics and other medicines for managing pain and increasing their overall quality of life.
Appropriate Medicare reimbursement for balloon kyphoplasty is important to ensure that patients
have access to this procedure.

For this reason, Kyphon wishes to commend CMS for embarking on an overhaul of the
HIPPS/DRG system and striving to establish more appropriate Medicare payment for hospital
inpatient services. In this letter Kyphon would like to highlight a number of areas of particular
importance to our hospital customers. These are outlined in our Executive Summary and
discussed below.

L EXECUTIVE SUMMARY
CMS has proposed two major reforms related to HIPPS and diagnosis related groups (“DRGs”):

(1) Basing the DRG relative weights on estimated hospital costs rather than charges
(referred to as HSRVcc weights), and
(2) Adjusting the DRG system to account for patient severity.

We support CMS’s decision to implement more appropriate HIPPS payment and our
recommendations and comments are discussed below.

Cost-Based Weights

. Implement cost-base weight changes together with severity adjustments in FY 2008.
We agree with MedPAC and CMS that cost-based weights should be implemented together
with the DRG severity adjustments. However, in order to give hospitals adequate time to
make such adjustments, we recommend that any modified cost-based weighting system
should be implemented in FY 2008 (or later) together with appropriate severity adjustments.
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Preserve and maintain beneficiary access to appropriate medical care.
To ensure appropriate payment to hospitals, CMS may wish to consider alternatives to

the HRVce’s methodology. One potential alternative is the development of cost-based
weights calculated using individual, hospital-specific aggregate cost-to-charge ratios,
rather than national average cost centers. Another alternative is the cost-based weighting
system that CMS uses for the hospital outpatient prospective payment system.

If CMS does adopt HSRVcc weights, it should work to ensure the accuracy of the
underlying data.

Severity of Illness Adjustments

Support patient severity of illness adjustments. Kyphon supports DRG reforms
designed to account for patient severity of illness. However, if CMS adopts severity-

adjusted DRGs, it should appropriately recognize technologies that represent increased
complexity, but not necessarily greater severity of illness.

Consider maintaining current DRG structure with severity adjustments. CMS

should consider splitting the current DRGs to reflect the severity of cases within each of
the DRGs. Keeping the current, albeit refined DRG system would enable CMS to build
upon the improvements that have been made in the DRG structure in recent years to
account for new technologies.

Kyphoplasty

IL.

For 2007, CMS is proposing to continue to pay for kyphoplasty procedures under DRGs
233, 234, 442, 443 and 486.

CMS proposes to conduct additional analysis of the spine/musculoskeletal DRGs and
develop a severity-adjusted DRG system which takes into account the innovations
occurring in spinal surgery over the last several years. Although we support CMS’s
overall goals and support severity-adjusted DRGs, we do want to recommend that CMS
implement a mechanism to adequately capture hospitals’ costs associated with complex
spinal procedures that use advanced medical technology, and urge CMS to adopt such
mechanisms. Going forward, we support CMS’s continued review and refinement of the
DRGs involving spinal procedures to facilitate appropriate hospital payment.

If for any reason there is a delay in implementation beyond next year or so, we would ask
CMS to review and consider re-assignment of kyphoplasty procedures to a more
clinically appropriate DRG which better reflects the resources involved.

COMMENTS ON PROPOSED RULE

A. Proposed Revisions to the DRG System

We share CMS’s goal of providing appropriate and accurate payment for Medicare inpatient
procedures and applaud CMS’s decision to update the HIPPS/DRG payment system. However
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as discussed below, given the magnitude of the proposed changes and the potentially significant
impact on hospitals and patients, we urge CMS to defer adopting sweeping DRG reforms in 2007
in order to implement the cost weighting changes together with the severity adjustments.

1. HSRV Weights

CMS proposes to change the basis for the weights assigned to DRGs from hospital charges to
estimated hospital costs, effective October 1, 2006. CMS refers to this weighting system as the
hospital-specific relative value cost center, or HSRVcc methodology.

CMS expects that adoption of the HSRVce weights would decrease payment for some surgical
DRGs and increase payment for other surgical and medical DRGs. In light of the proposed
impact on patient access to advanced medical care, we believe that CMS should consider
alternatives to the HSRVcc weights that offer more appropriate reimbursement to hospitals for
advanced surgical care.

One potential alternative for CMS to consider is the development of cost-based weights
calculated using individual, hospital-specific aggregate cost-to-charge ratios, rather than national
average cost centers. Another alternative is for CMS to adopt cost-based weights similar to the
system used under the hospital outpatient system.

With regard to the timeline for implementation, we agree with MedPAC that cost-based weights
should be implemented together with the patient severity of illness adjustments. Thus, we
recommend that CMS continue to develop its DRG reform methodology during FY 2007 in
order to assure that the methodology results in payments that are as accurate as possible and that
patient access to medical care is preserved. Then, beginning in 2008, CMS could move forward
with implementation of a cost-based weighting system together with DRG severity adjustments.

2. DRGs: Severity of Illness Adjustments

The second DRG reform in the Proposed Rule would adjust relative weights to reflect severity of
illness among patients. Specifically, CMS proposes to replace the 526 current DRGs with
approximately 861 DRGs adjusted for patient severity. These 861 DRGs are based on 3M’s All
Patient Refined Diagnosis Related Group System (“APR DRG”).

We support CMS’s decision to implement adjustments to the DRG system to better account for
the severity of illness associated with individual patient cases. We agree that patient severity of
illness adjustment could result in payments that are more accurate to hospitals. We do,
however, have some concerns with respect to the specific severity of illness adjusted DRG
system proposed by CMS. Most importantly, as CMS pointed out, the consolidated severity-
adjusted DRG methodology does not accommodate accurate assignment of payment for complex
cases that involve the use of newer and most generally expensive medical technology and “a
method of recognizing technologies that represent increased complexity, but not necessarily
greater severity of illness, should be included in the system.”

One potential mechanism would be to overlay severity adjustments on the current DRG
structure, i.e., split the current DRGs as appropriate to reflect the severity of cases within the
DRG. This would have the advantage of building upon the improvements that have been made
in the DRG structure in recent years to account for new technologies. Another alternative would
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be to designate certain DRGs as device-dependent and ensure that the costs of such devices are
appropriately reflected in the claim file data. We are confident that delaying implementation will
provide CMS additional time to work with stakeholders over the next year to study modifications
to the proposed severity-adjusted DRG system and alternative systems that would account for the
resources associated with complex and costly medical technology procedures.

B. DRGs: Kyphoplasty

CMS specifically recognized kyphoplasty as one of a number of innovations in spine surgery in
the past several years (see 71 Fed. Reg. at 24036). That said, CMS proposes to defer further
analysis of the spine DRGs and address refinements to the system through severity-adjustments
in 2008.

Adequate payment for kyphoplasty is essential to assure that patients have access to this
procedure. Therefore, we do have concerns that delay in refining the DRGs could possibly result
in hospital reluctance to provide this therapy if there is a substantial negative financial impact on
the hospital budget. For this reason, we defer to and support our hospitals in their comment
letters on this payment issue and support CMS’s overall goal of establishing more accurate

payment.

We appreciate your attention to our comments and would be pleased to provide additional
information or discuss any of these issues in greater detail.

Sincerely,

Richard W. Mott
President and Chief Executive Officer
Kyphon Inc.
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June 5, 2006

Mark McClellan, MD, PhD, Administrator
Center for Medicare and Medicaid Services
Department of Health and Human Services
P.O. Box 8011

Baltimore, Maryland 21244-1850

Attn: CMS-1488-P

Dear Dr.McClellan:

Thank you for the opportunity to comment on the Center for Medicare and Medicaid
Services proposed rule for the FY 2007 Inpatient PPS update, published in the Federal
Register of April 25, 2006. I am the Vice President for Financial Policy for the West
Virginia Hospital Association, which represents 73 hospitals and health systems in the
state.

I am concerned regarding a number of provisions in the proposed rule, and particularly
wish to comment on CMS’ proposed changes to the DRG weighting system to be used in
the Inpatient PPS system.

The West Virginia Hospital Association believes that one of the goals of the Inpatient
PPS should be to provide for an opportunity for return across all DRG’s, so as to provide
equal incentives to treat all types of patients and conditions. While we support the general
approach that CMS is taking in its proposed rule, we are concerned that there may be
both technical errors with the proposed cost-based DRG weights, as more fully described
by the American Hospital Association in its comment letter to you. In addition, it is
unclear to us as to why the proposed severity-based system would be delayed for one
year, particularly when it will offset many of the impacts (both negative and positive) of
the move to the cost-based weights. As a result, the WVHA would recommend to CMS
the following:

e A one-year delay in the implementation of any proposed move to cost-based
weights, to assure the accuracy of the cost-based weight methodology;

e Should a severity-based system be adopted, it should be adopted at the same time
as a move to the cost-based weights; and,

¢ Given the significant financial impact and redistributive effect of any proposed
changes to the weighting methodology, such changes should be implemented over
at least a three-year time period, similar to previous changes to other aspect of the
IPPS and other PPS system changes that CMS has implemented over the past
several years.
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In addition to the concerns addressed above, WVHA believes that the outlier threshold
needs to be adjusted to assure that the full 5.1% of IPPS payments are devoted to outliers,
as required. The Association also wishes to indicate its support for the move to collection

of additional quality data from hospitals, provided that sufficient advance notice is
provided to allow for hospitals to work with their information systems vendors and
contracts to allow for this additional data collection.

I appreciate the opportunity you have given the Association to respond to your proposed
rule, and look forward to your response to the concerns we have raised above in your
publication of the final IPPS rule.

Michael B. Robbins
Vice President/Financial Policy
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Date May 22, 2006

Centers for Medicare & Medicaid Services,
Department of Health and Human Services,
Attention: CMS-1488-P,

P.O. Box 8011,

Baltimore, MD 21244-1850

Re: Medicare Program; Proposed Changes to the Hospital Inpatient Prospective
Payment Systems and Fiscal Year 2007 Rates

Saint Thomas Hospital is a 541-bed, acute care, faith-based, not-for-profit facility located in
Nashville, Tennessee. Since its inception in 1898, Saint Thomas has evolved into a tertiary
referral center for many especially complex procedures including cardiac services. Asa
nationally recognized center for superior cardiac care, we implant devices, provide access to
new technologies and treatments, including heart transplants, and receive clinically complex
referrals from the surrounding region for hundreds of miles. Our hospital provides care for
approximately 12,500 traditional Medicare inpatient admissions per year and an additional
1,200 Medicare Advantage cases annually. The services provided at Saint Thomas are not
cardiac alone and range throughout a variety of areas in adult medicine and surgery,
including orthopedics, neurosciences, emergency medicine, pulmonary medicine, oncology
and hematology to name only a few. Unfortunately, as a result of developing our particular
expertise in the area of cardiac services, our hospital stands to lose $13.6 million in Medicare
reimbursement, if the proposed prospective payment rule is adopted as drafted. A loss of
$13.6 million dollars will significantly hurt our hospital’s ability to support ongoing
significant investments in technology and clinical expertise and will put at risk the excellent
programs our organization has developed. Thus, in response to your request for comments on
the Proposed IPPS for fiscal 2007, I am writing to express my utmost concern regarding the
published recommendations to change the way Medicare pays for inpatient services.

In particular, I have the following concerns about the proposed changes:

1. TFirst, it adopts a methodology called hospital-specific relative values that is
specifically known to have an adverse impact on payments to hospitals that deliver
complex cardiology and neuroscience services.

The intent appears to be to target ‘Specialty Hospitals’, yet all hospitals with
significant cardiology, orthopedic joint replacement and/or neurosurgery services will
suffer major reductions in payment for such services regardless of whether they fit
this definition. Supposed offsetting increases to selected DRGs intended to neutralize
the overall impact to hospitals do not appear proportionate to the decreases, when one
considers the impact of removing low Medicare volume DRGs such as pediatrics and

4220 Harding Road, Nashville, Tennessee 37205 * 615-222-2111 » www.stthomas.org

Fy07ip34.doc
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obstetrics; rare and specialized DRGs such as transplants, behavioral health and burn
categories and eliminates cases rarely done in an inpatient setting from the
calculation.

The proposed rule instead appears to target high volume, high dollar implant cases
particularly in the areas of neurosurgery and cardiology for reductions of 25% -36%.
This compares to only modest increases for the most prevalent medicine DRGs in
these same service categories such as CHF (DRG 127- 2.9% increase in relative
weight) or Stroke (DRG 14- 0.2% increase in relative weight). The intent may have
been to eliminate reimbursement incentives for specialty hospitals to steer the most
profitable cases to themselves, but the result appears to be punitive to all hospitals
serving the most prevalent diagnoses within the Medicare population.

2. Second, it adopts “cost-based” DRG weighting in place of the current charge based
system without accounting for tiered mark-ups on high dollar supplies and
inconsistent mapping of supplies to cost report lines among providers.

It is common industry practice to have higher cost line items charged at a lower mark-
up than relatively lower cost items. The methodology for instituting the proposed
‘cost basis’ however, does not account for the fact that the supply mark-up cost to
charge ratio that is calculated from the data is the result of an average of all supplies,
not just the specific supplies used in the services that are being isolated for payment
recalculation. The result materially underestimates the true cost of any DRG with a
disproportionate amount of total charges represented by supply items that are marked
up at a rate less than the average mark-up (thus having a higher than average cost to
charge ratio). This misapplication of the supply ratio inappropriately reduces
payments for cardiology procedures featuring high cost device implants such as drug-
eluting stents, ICDs, and pacemakers. In fact, these are the hardest hit of all
procedures in the DRG system. (DRGs for stents will be reduced 24 to 34%, ICD
implants will be reduced 22 to 24% and pacemakers will be reduced 12 to 14%
severely impacting these services.)

If CMS is determined to pursue this methodology it is a reasonable expectation on the
providers’ part that an indication of the change in method be given in sufficient time
prior to execution for providers to take steps to improve the accuracy of the source
information being used. Mandating a common mark-up on all supplies to ensure the
validity of the ratio derived or setting aside a specific cost report line for such
targeted supplies are options available for gathering this data on a go-forward basis.

It is not intuitive that any hospital would mark-up a $25,000 implant at the same rate
it would a $250 implant, in this charge conscious industry. If it is CMS’s desire that
providers should do so in order to ascertain a more accurate ratio calculation, then

such expectations should be made clear and the public prepared for the consequences
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in the form of exponentially higher charge totals for procedures that entail use of high
cost implants and devices.

Alternatively, if there are high dollar implants that CMS wishes to segregate without
mandating pricing, then unique revenue codes should be set aside for just such line
items with specific cost report mapping required consistently among all providers.
The proposed rule’s methodology instead takes revenue codes that represent a wide
variety of supplies, supply mark-ups and services and then makes assumptions about
the mapping of their cost and charges without accounting for the disparity among
providers’ cost reports. Subscripted cost report lines specific to cardiology services
that were omitted as part of CMS’s initial analysis are evidence of the pitfalls of using
this data source in the absence of clear guidelines provided in advance for how and
where data is expected to be recorded.

3.  With regard to the severity adjustment proposed for next year (FY08), severity
does not include the technology costs paid by hospitals for more complex cases.

The proposed APR-DRG system only acknowledges complications of the case and
co-morbidities of the patient. Tools for abstracting complexity and the presence of
new technologies however are severely hampered by the current ICD-9 codes
available. Emerging and expensive technologies that are intended to extend the
mobility and health of a patient who does not fall into a high-risk APR-DRG
stratification would not be accounted for in the proposed reimbursement
methodology, thus limiting access to these technologies to Medicare beneficiaries in
the long run.

The payment methodology changes that CMS has proposed would have a severe
financial impact on our hospital — without accurate data to justify the change. Thisis
particularly true for device intensive cardiology DRGs where the proposed payment
level is often significantly less than my hospital’s actual cost to deliver these services.
The reduction in payment for cardiology services would also have a severe impact on
the infrastructure we have built up over the years to treat the number one killer in
America today - heart disease.

Saint Thomas Hospital is not a specialty hospital. This hospital has no private investors or
physician owners. There is no opportunity for our hospital to steer either away or towards a
selected population of patients other than by offering high quality services with compassion
and expertise. The inpatient reimbursement changes proposed will make our facility the
unintended victim of the otherwise laudable goals of improving payment methods and
reducing the steerage of unprofitable referrals.

We respectfully request that CMS delay the proposed inpatient payment revision, with a
return to the current methodology, until the methodology and underlying cost data are
improved to ensure the validity and equity of the proposed payments. If Specialty Hospitals




Medicare FYQ7 Inpatient Payment
Page 4

with physician ownership are to be targeted, then we also request that special attention in the
final analysis be given to non-specialty hospitals harmed by targeted reductions to ensure
equity in the redistribution of payment among other services. Additionally, severity adjusted
DRGs should not be implemented until the technology costs incurred by hospitals can be
appropriately reflected in the DRG payments.

Thank you for your consideration.

P St

Les Donahue
President and CEO
Saint Thomas Hospital

Sincerely,

C. AHA: dlloyd@aha.org (Danielle Lloyd)

c. Bill Frist

509 HART SENATE OFFICE BUILDING

WASHINGTON DC 20510

(202) 224-3344
http://frist.senate.gov/index.cfm?FuseAction=AboutSenatorFrist.ContactFo

¢. The Honorable Lamar Alexander
Office of Senator Lamar Alexander
SH-302

Washington, DC 20510

¢. The Honorable Jim Cooper

1536 Longworth House Office Building
Washington, DC 20515

fax (202) 226-1035

¢. The Honorable Bart Gordon
2304 Rayburn House Office Building
Washington, DC 20515

fax (202) 225-6887
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Jenny Jasbir Multani M.D.

Washington Neurosurgical and Medical Group Inc.
1900 Mowry Avenue, Suite 406 * Fremont, CA 94538
Phone: 510.797.8160 « Fax: 510.797.8164

June 8, 2006

CMS

Dept of Heath & Human Srvcs.
ATTN: CMS-1488-P

P.O. Box 8011

Baltimore, MD 21244-1850

To Whom It May Concern:

Please find below my comments on the X STOP IPD.

1.

Useful device for Lumbar Stenosis particularly stenosis limited to one to
two levels.

2. Useful in patients who may not tolerate general anesthesia, as this device
can be placed under local anesthesia.

3. Useful as it limits hospital stay as the devicew can be inserted as an
outpatient basis.

4. We will have utility in treating mild to moderate stenosis as an initial step
before doing extensive decompression surgery, with radiographic mild to
moderate stenosis; XSTOP would be a useful initial step in some very
symptomatic patient subsets.

Sincerely,

[
Jasbir Multani, MD

Cc:

St. francis Medical Technologies
CMS Comments

960 Atlantic Avenue, Ste. 102
Alameda, CA 94501
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Lynn D. Olson, M.D. !’ Kirk A. Fee, M.D.
Dipiomate & ) Diplomate
American Board of (Y é American Board of
Orthopaedic Surgery [ ; Orthopaedic Surgery
. AN
Craig A. Beard, M.D. 2\ - David B. Richards, M.D.
ORTHOPAEDIC rconton
American Board of American Board of
Orthopaedic Surgery Orthopaedic Surgery
®
John T. Burch, M.D. % g" Christopher M. Patton, M.D.
Dipl t Diplomat
AmerI::paz'giaerd of so c “‘ Ameﬁ::pﬂnnéz:rd of
Orthopaedic Surgery 1777 Ashley Circle » Bowling Green, KY 42104 Orthopaedic Surgery

Phillip J. Singer, M.D.
Diplomate
American Board of
Orthopaedic Surgery

Keith D. Morrison, M.D.

Diplomate
American Board of
Orthopaedic Surgery

Board Certified in Surgery
of the Hand (CAQSH

Phone (270) 782-7800

June 9, 2006

Gregg A. Maimquist, M.D.
Diplomate
American Board of
Orthopaedic Surgery

Dept. of Health & Human Services
Attn: CMS-1488-P

P.O. Box 8011

Baltimore, MD 21244-1850

Attn: CMS-1488-P

RE: X-Stop IPD
To Whom It May Concern:

The X-Stop intraspinous decompression device is a welcome addition to my practice in
treating patients with spinal diseases, specifically, spinal stenosis.

As I am sure you are aware, this is a device indicated for patients aged 50 or greater with
spinal stenosis who have failed conservative measures and are facing more onerous
surgical procedures. The device application is performed under a local anesthetic. In my
case, I used the addition of intravenous sedation with this.

This device has been a Godsend for patients who, for whatever reason, cannot withstand
a much larger operation. Most specifically, this device has benefited patients who have
significant comorbidities including cardiothoracic problems, specifically COPD or
coronary artery disease. ‘

Additionally, patients without these significant comorbidities would rather have a less
invasive procedure to obtain satisfactory improvement of their condition. This is
certainly a natural inclination. The X-Stop IPD device fits that category very nicely.

While I only have clinical experience for a short duration with this particular device, the
patients I have used it on have benefited tremendously in a very short time. They have
gone from being able to walk only about their homes and short distances to more
extensive distances with much less pain and have greater functionality. The use of the

1100 Brookhaven Road » Franklin, KY 42134
Phone (270) 586-0286 Phone (270) 725-8200
456 Burnley Road ¢ Scottsville, KY 42164

Phone (270) 622-3288

101 W. 2™ Street » Russellville, KY 42276



device affords the ability of placement just under local anesthetic in what could be an
outpatient setting with little risk to the patient and a great deal of benefit. This quite
simply fits a large portion of the population who face the decision between being active
and functional versus undergoing a very large operation in order to achieve that goal.
This is a much smaller procedure that gives marked improvement in functionality. Itisa
welcome addition to my practice.

This letter is written in support of this device, and a testament to, at least early, very
satisfactory clinical success.

Any information regarding my opinion of this device can be requested from me at the
above address.

Sincerely,

Phillip J. Singer, M.D.

Cc: St. Francis Medical Technologies
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Patient Financial Services
Kettering Medical Center Network

Mark B. McClellan, M.D., Ph.D.
Administrator

Centers for Medicare and Medicaid Services
Department of Health and Human Services
Attention: CMS-1488-P

P.O. Box 8011

Baltimore, MD 21244-1850

Re:

Medicare Program; Proposed Changes to the Hospital Inpatient
Prospective Payment Systems and Fiscal Year 2007 Rates; Proposed Rule

Dear Dr. McClellan:

On behalf of Kettering Medical Center Network, we appreciate the opportunity to comment on the Centers
for Medicare and Medicaid Services’ (CMS) proposed rule on the FY’07 Medicare Inpatient Prospective
Payment System (IPPS) published in the April 25, 2006 Federal Register. Given the complexities of CMS’
proposal to revise the diagnosis-related group (DRG) system and the magnitude of impact this could have
on our health system, we are writing to urge you to carefully consider the following:

1.

One-Year Delay: A one-year delay in the proposed DRG changes given the serious concerns with
the HSRVcc and CS-DRG methodology.

Valid Cost-based Weights: We support moving to a DRG-weighting methodology based on
hospital costs rather than charges, but CMS’ proposed HSRVcc method is flawed.

A New Classification System Only if the Need Can Be Demonstrated: We do not support a
new classification system at this time, as the need for a new system is still unclear. Much more

work understanding the variation within DRGs and the best classification system to address that
variation is still needed before CS-DRGs or any other system should be selected or advanced.

Simultaneous Adeption of Any Changes to Weights and Classifications: If the need for a
new, more effective classification system is demonstrated and developed, it should be implemented
simultaneously with the new weighting system to provide better predictability and smooth the
volatility created by these two, generally off-setting changes.

Three-year Transition: any changes should be implemented with a three-year transition, given
the magnitude of payment redistribution across DRGs and our hospitals.
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Kettering Medical Center Network supports meaningful improvement to Medicare payments for inpatient
services and applauds the tremendous effort CMS has put forth to devise a DRG system that more
accurately reflects the costs of providing inpatient services. We recognize that your agency has taken these
steps to make payments fairer to hospitals and to assure beneficiary access to services in the most
appropriate setting. In the proposed rule, CMS seeks input on the proposed methodologies and solicits
alternatives to the consolidated severity-adjusted DRG model. While we welcome the opportunity to work
with CMS and other stakeholders in ensuring that any system implemented accomplishes the stated goals,
we are extremely concerned with the tight timeline provided for developing comments and the
implementation dates outlined in the proposal. Restructuring the DRG system as proposed in the rule would
represent the most significant policy change to the IPPS since its inception. A change of this magnitude
warrants a thoughtful and thorough review by hospitals, a task not easily accomplished during a 60-day
comment period, given the complexity of the proposals.

As such, we strongly urge CMS to delay implementing both the proposed DRG reclassification and the
changes to the relative weights. The additional time will allow Kettering Medical Center Network and other
hospitals to more thoroughly evaluate the proposals and offer constructive feedback.

Again, thank you for the opportunity to share our comments on the DRG provisions of the proposed IPPS
rule.

VP of Patient Financial Services and Contract Management
Kettering Medical Center Network

Larry Zumstein. Vice President of Patient Accounts. Kettering Medical Center Network, KMCN Administrative Support Building. 2110 Leiter Rd. Miamisburg, OH
45342 937-384-4831. Larry.Zumstein,w’kmenetwork.org
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Thomas J. McGivney, M.D. @ Steven A. Marciniak, M.D. » Arif Saleem, M.D, *
Board Certified Orthopoedic Surgeons

June 5, 2006

CMS Department of Health and Human Services
Attention: CMS-1488-P

P.O. Box 8011

Baltimore, Maryland 21244-1850

To Whom It May Concern:

1 am writing in request for approval and io preserve the financial viability of the X-stop Program. |
have recently, back in February, gone to the training course for the X-stop medical device, the intraspinous
distraction device. I have used it in five patients with excellent success. I have avoided large operative
procedures. I have avoided all extended hospital stays. I have discharged every patient within hospital day
number one. I have received excellent clinical results as well as excellent healing and patient satisfaction. |
have unfortunately not been paid for any of the operative procedures to date, and these patients are quite
stressed that their insurance companies and Medicare are not paying for these procedures.

Obviously in patients who are elderly with multiple medical problems, being able to provide medical
treatment for spinal stenosis that does not necessitate large operative incisions, large amounts of postoperative
blood loss, and the risks of spinal injury has benefits to the patient population. The benefits in cost to insurance
companies as well as the government is staggering. The difference between a one-level X-stop device
implanted with the patient discharged on postop day number one versus a large laminectomy, foraminotomy,
partial fasciectomy, and instrumented fusion for a grade 1 degenerative spondylolisthesis, which is the standard
of treatment, is staggering.

I believe that X-stop device will and indeed is filling a niche in my clinical practice for patients with
one and two-level spinal stenosis with grade 1 or less spondylolisthesis. This is a viable surgical option in the
patients that I have done so far. I have had nothing but positive responses to surgery. I have had nothing but
positive responses to postoperative rehabilitation and postoperative pain with these patients that it has become
my number one choice for these patients. Unfortunately, if I am not able to receive compensation for this
device and it is going to fall on the patients to compensate for these devices, then unfortunately I will have to
stop implanting them and that is going to be a detriment to our patients.

I hope you take these comments into consideration. I think personally this is the best device that has
come on the market for treatment of spinal pathology in the last 30 years.

incerely,

asJ. ivney,"™.D.
Castle Orthopaedics & Sports Medicine, S.C.
TIM:jr

MAIN OFFICE MERCY OFFICE YORKVILLE OFFICE
2111 Ogden Ave. 1315 N, Highland Ave. 507 W. Kendall Dr.
Aurora, IL 60504 Aurora, L 60504 Yorkville, IL 60560
(830} 978-3800 (630) 892-4286 (630) 553-3000

FAX: {630} 862-3086 FAX: {630) 892-0809 FAX: (630) $53-7393

* Board Eligible
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Georgetown
UniverS]_ty Department of Neurosurgery

e

Hospital o
MedStar Health

June S, 2006

RE: CMS-1488-P
DRG’s NEUROSTIMULATORS

To Whom It May Concern:

I am the Director of Movement Disorder Surgery at Georgetown University
Hospital. In this capacity I have seen the profound impact that Deep Brain Stimulation
has to change the quality of life of a patient suffering from a debilitating movement
disorder. Ihave had patients who have been wheelchair bound that now are able to walk
again after deep brain stimulation therapy. I have had patients who were able to feed
themselves for the first time ever in their lives after surgery. I had a thirty five year old
man who was being fed through a feeding tube in a nursing home be able to leave the
nursing home, have his feeding tube removed, and return to work as a successful
contributor to society.

Deep Brain Stimulation is a time consuming venture and it is the most technically
demanding operation that I perform as a Neurosurgeon. When we do DBS surgery at our
institution it is not unusual that the success of the operation will be dependent on the
efforts of 20 to 30 individuals that represent my team. These surgeries require hours of
planning that is not currently reflected in the current reimbursement scheme. It is not
unusual for a Deep Brain Simulation electrode implant surgery to take 5-8 hours of my
time.

With the expiration of the New-Tech Add-On Payment, we are concerned that
full-system Kinetra implants will be inadequately paid in their current DRG’s, 001 and
002. It is my opinion that unless this therapy is moved into a clinically coherent DRG
which adequately reflects the cost associated with a full system Kinetra implant, financial
barriers will impact our ability to provide this life changing therapy to Medicare patients
that desperately need our help.

3800 Reservoir Road, NW, Washington, DC 20007-2113
phone: 202 444 4972 o fax: 202 444 7344

, :




Georgetown
UniVCI'Sity Department of Neurosurgery

Hospital ‘,’u’ﬁ

MedStar Health

In the proposed inpatient rule, published on April 25, 2006, CMS acknowledged
that the average charges for full-system Kinetra cases in DRG 001 are comparable to
cases in DRG 543, however, they proposed no change for FY07. We encourage CMS to
move full-system Kinetra cases into DRG 543 in FY07 given the similarity of resource
consumption.

CMS also proposed implementation of consolidated severity adjusted DRG’s in
FYO8 or earlier in the proposed inpatient rule. However, severity-adjusted DRG’s do not
account for technologies such as Kinetra. We encourage CMS to make the appropriate
adjustments for innovative technologies such as Kinetra to consolidated severity-adjusted
DRG’s before implementing them.

Sincerely,

Christopher G. Kalhorn

Assistant Professor of Neurosurgery
Director of Movement Disorders Surgery
Georgetown University Hospital
Washington, DC

3800 Reservoir Road, NW, Washington, DC 20007-2113
phone: 202 444 4972 o fax: 202 444 7344
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Charles N. Kahn Il
President June 12, 2006

VIA HAND-DELIVERY

Hon. Mark B. McClellan, M.D., Ph.D.
Administrator

Centers for Medicare & Medicaid Services
Department of Health and Human Services
Room 445-G Hubert H. Humphrey Building
200 Independence Avenue, S.W.
Washington, D.C. 20201

Re:  CMS-1488P; CMS Proposed Rule with Comment Period, Medicare
Program; Changes to the Hospital Inpatient Prospective Payment Systems
and Fiscal Year 2007 Rates; Federal Register (April 25, 2006)

Dear Dr. McClellan:

The Federation of American Hospitals (“FAH”) is the national representative of privately
owned or managed community hospitals and health systems throughout the United States. Our
members include teaching and non-teaching, short-stay and long-term care hospitals in urban and
rural America, and provide a wide range of ambulatory, acute and post-acute services. We
appreciate the opportunity to comment on the Centers for Medicare and Medicaid Services’
(“CMS”) proposed rule (“Proposed Rule” or “NPRM”) regarding changes to the hospital
inpatient prospective payment system and fiscal year (“FY”’) 2007 rates. Attached as Exhibit A
to this letter, FAH has set forth a list of all major issues commented upon in this letter (and the
corresponding page number where discussion of each issue begins).'

I1.C.2 HSRV WEIGHTS

CMS proposes to replace the existing charge-based establishment of DRG weights with a
cost-based approach using a hospital-specific relative value system. CMS solicits comments
concerning this new methodology to establish DRG weights and the process for a transition from

! Please note that FAH has attempted to use the numbering system utilized by CMS in
presenting the NPRM in the April 25, 2006 Federal Register, at least with respect to major topic
headings (e.g., II.C, IV.A, IV.M, etc.). Therefore, the section numbering will not be consecutive.

801 Pennsylvania Ave., NW, Suite 245 » Washington, DC 20004-2604 « 202-624-1500 = Fax: 202-737-6832




the current system. The FAH supports the establishment of DRG wei ghts with a cost-based
approach but recommends that CMS delay implementation of such a system by one year in
order to work with hospitals to address payment accuracy concerns and methodological
problems, then to transition hospitals to such an approach over an extended period to minimize
the effects of implementation issues, unforeseen errors in methodology and to assess whether
payment accuracy has been achieved without the need for broad changes in the patient
classification system, such as the proposed consolidated severity adjusted DRGs. If CMS
chooses to proceed with implementation in FY2007, it should ensure better payment accuracy
than is achieved through its proposed or the existing methodology, and, at a minimum, correct
the Proposed Rule’s broad methodological errors used to develop the weights, address errors in
the computation of hospital-specific relative values at the cost center level, and to the extent it
proceeds with severity of illness adjustments to the patient classification system, selectively
adjust a limited set of DRGs similar to what was done with cardiac DRGs last year. We address
each of these concerns below.

1. The Proposed Payment System Revisions Do Not Improve Payment

Accuracy.

The FAH is concerned that the proposed HSR Vee weights do not appear to significantly
improve payment accuracy over current charge-based DRGs. MedPAC, in its Report to
Congress: Physician-Owned Specialty Hospitals, presented its finding on payment accuracy in
Figure 4, page 37. MedPAC illustrated that payment accuracy for its proposed hospital-specific
relative weights was 25%, 49% and 26% for payment to cost ratios below 0.95, between 0.95
and 1.05, and above 1.05, respectively. The FAH engaged The Moran Company (“Moran”) to
replicate the CMS proposed DRG refinements.

Moran determined that payment accuracy for HSRVce is very similar to MedPAC’s
recommendation for hospital-specific relative weights only (not including MedPAC’s cost-based
weight proposal). See Report of Moran Company (Exhibit B). Moran’s analysis establishes that
the CMS proposal results in accuracy of 23%, 48% and 28% for payment to cost ratios below
0.95, between 0.95 and 1.05, and above 1.05, respectively. These results from CMS’s proposed
methodology are very similar to MedPAC’s results for its recommended refinement for hospital-
specific relative weights. However, MedPAC also recommended that DRG refinements include
the adoption of cost-based weights. While CMS has called its refinement Hospital-Specific
Relative Value cost center (“HSRVcc”™) method, it does not produce the payment accuracy
MedPAC produced with the combined hospital-specific relative wei ghts and cost-based weights.
While MedPAC did not report the combined payment accuracy of hospital-specific relative
weights and cost-based weights, it is clearly evident from Figure 4 in its Report to Congress that
most of the payment accuracy was achieved by the cost-based wei ght refinement. The MedPAC
report identifies the combined impact of hospital-specific relative weights, APR-DRG and cost-
based weights. But as can be seen from Figure 4, the addition of APR-DRGs to hospital-specific
relative weights changes payment accuracy very little from using only hospital-specific relative
weights. Figure 4 shows that payment accuracy for hospital-specific relative weights plus APR-
DRG produced payment accuracy of 27%, 53% and 20% for payment-to-cost ratios of below
0.95, between 0.95 and 1.05, and above 1.05, respectively. As can been seen from these
numbers, there is little improvement with the addition of APR-DRG. There was a slight increase
in accuracy for above 1.05 but a decrease in accuracy for below 0.95. But when cost-based




weights were added, payment accuracy improved significantly. Figure 4 shows that with the
addition of cost-based weights payment accuracy improves to 12%, 73% and 15% for below
0.95, between 0.95 and 1.05, and above 1.05 respectively.

As can been seen from this analysis, the CMS proposal for HSRVcc fails to come close
to the payment accuracy produced by the MedPAC recommended refinements. Thus, CMS
needs to develop a system that more closely achieves the results MedPAC was able to achieve
through its recommendations. Achieving such a result may obviate the need for more drastic
changes such as consolidated severity DRGs. It makes little sense to transition from a charge-
based DRG system to a system that achieves no better payment accuracy, as proposed by CMS.
Thus, CMS should delay the beginning of any such transition by one year to develop a system
that achieves meaningful results.

2. Broad Methodological Errors Used to Develop Weights.

a, Derivation of Mean National Cost to Charge Ratios.

CMS has hospital-weighted rather than charge-weighted the calculation of the
geometric mean cost to charge ratios (CCR or CCRs) for each of the 10 cost centers that are used
to scale the charge-based weights. These averages are unweighted and therefore do not account
for the varying amount of Medicare charges each hospital contributes to total charges.
Consequently, very small hospitals individually have just as much impact on the mean CCRs as
larger hospitals, and hospitals with low charges (high CCRs) have just as large an impact as
hospitals with high charges (low CCRs).

Mathematically, the only correct way to get from total hospital charges to total
hospital costs is to use a charge-weighted average of the hospital CCRs. Applying these
unweighted ratios to charges does not produce an accurate estimate of the national average cost
per case. A comparison of the two different methods indicates that on an actual basis, CMS’s
decision not to charge-weight the calculation of the geometric mean CCRs over weights routine
and ICU costs and under weights ancillary costs. In real terms, the failure to use charge-
weighting in the calculation of the geometric mean CCRs exaggerates the shift in payments that
occurs from the use of cost-based DRGs.

The FAH agrees with the many other comments on this issue that mathematical
logic would suggest that CMS should recalculate the mean national CCRs using a charge-
weighted method. FAH further recommends that CMS evaluate work performed by The Moran
Company for FAH suggesting that payment accuracy improves when the DRG weights are
neither charge-weighted nor trimmed (as discussed below), but instead are weighted by cost at
the department level. When The Moran Company evaluated payment accuracy using department
level cost based weights, payment accuracy was 10%, 75% and 15% for payment to cost ratios
below 0.95, between 0.95 and 1.05, and above 1.05, respectively.

b. Computation of CCRs from Individual Hospital Cost Reports.

CMS describes a process at 71 Fed Reg. 24010 wherein it developed CCRs for
each of 10 cost centers at every hospital where such cost center was included in its data base.
However, CMS notes “We... removed any cost center CCRs where the log of the cost center




CCR was greater or less than the mean log plus/minus 1.96 standard deviations of the log of that
cost center CCR.” This trimming excludes 260 large hospitals that account for 25 percent of
routine accommodation charges, yet the charges for these hospitals are included in calculating
the DRG weights. The result is a significant mismatch between the CCRs and the pool of
charges to which they are applied. A review of the CCRs for these hospitals suggests they are
predominantly correct. Thus, it seems anomalous that these hospitals CCRs are excluded from
the calculations. CMS uses trim points of three standard deviations to trim data for other
purposes under this rule. For example at 71 Fed. Reg. 24008, CMS describes the methodology
that it uses to aggregate the claims data forming the basis of cost-based weights. In referring to
how it would “Clean the Data”, CMS indicates that three standard deviations are used. Using
three standard deviations in this instance returns the data for routine accommodation chargesto a
normal distribution. Mathematical logic would suggest that CMS should use three standard
deviations to trim the cost center CCRs. However, as noted above, the FAH recommends that
CMS evaluate this issue further in light of evidence from The Moran Company that payment
accuracy improves when the weights are neither charge-weighted nor trimmed but instead are
weighted by cost at the department level. When The Moran Company evaluated payment
accuracy using department level cost-based weights, payment accuracy was 10%, 75% and 15%
for payment to cost ratios below 0.95, between 0.95 and 1.05, and above 1.05, respectively.

c. Organ Acquisition Costs

It is our understanding that organ acquisition charges were included in the
calculation of the transplant DRG HSRVcc weights. Organ acquisition costs are reimbursed by
the Medicare program on a cost basis. Thus, the inclusion of organ acquisition charges in the
computation of the transplant DRG HSRVcc weights improperly overstates such weights. The
FAH recommends that CMS remove the organ acquisition charges from the computation of the
transplant DRG HSRVcc weights.

3. Errors in the Computation of HSRVs for Each Cost Center for Each
DRG in NPRM Part I1.C.2.b Table A, 68 Fed. Reg. at 24008-09.

Table A, pertaining to "Charge Line Items from MedPAR Included in Cost Center
Charge Group" appears to contain several inconsistencies. The FAH requests that CMS clarify
precisely where specific items should be included. Generally, the FAH notes that the MedPAR
charge descriptions do not match the FORM CMS-2552-96 Cost Center description(s) for
several cost centers. For example:

(a) MedPAR lists (18) Lithotripsy Charges where the cost reporting
form lists Radioisotopes;

(b) MedPAR lists (6) Other Services where the cost reporting form
lists Whole Blood and Packed Red Blood Cells:

(©) MedPAR lists (19) Cardiology Charges as including line 54 of the
cost report, which is Electroencephalography;




(d) MedPAR lists (16) Blood Administration Charges where the cost
reporting form lists ASC (Non-Distinct Part);

(e) MedPAR lists (24) Outpatient Services Charges where the cost
reporting form lists Emergency;

® MedPAR lists (25) Emergency Room Charges where the cost
reporting form lists Ambulance Services;

(2) MedPAR lists (26) Ambulance Charges where the cost reporting
form has Renal Dialysis;

(h) MedPAR lists (29) ESRD Revenue Setting Charges where the cost
reporting form lists Clinic;

(1) MedPAR lists (30) Clinic Visit Charges where the cost reporting
form has Other Outpatient Services, Other Ancillary, Home
Program Dialysis and Ambulance Services;

)] Ambulance services appear to be included twice, once in (30)
Clinic Visit Charges and once in (25) Emergency Room Charges;

&) Lithotripsy is included in Cardiology Charges, which seems odd
since it is not a cardiology service, at least not typically;

M Line 62 "Observation Beds" is not reflected separately in Table
A. In situations where there is no distinct observation area, this
cost would be included in the Routine Cost Center. In situations
where there is a distinct observation area, the cost is not picked up
since on the cost reporting form, the cost is recorded on Line
62.01. The FAH believes that Lines 62 and 62.01 should be
included in Other Services and Charges and that Line 102 "Less
Observation Beds" of the cost report should be included in the
Routine Cost Center to avoid duplicating observation costs;

(m)  Line 68 “Other Reimbursement” of the cost report is not listed in
the Table at all. Other Ancillary on Line 59 of the cost report is
reflected in (30) Clinic visit charges. In actual practice, on the cost
report, this line is subscripted into various cost centers such an
MRI, Cardiac Catheterization, Lithotripsy and others.

While these inconsistencies do not impact the conceptual basis of the use of
HSRVcc's, the inconsistencies between the forms and formats call into question the accuracy and
validity of the crosswalk to the cost report from MedPAR charge descriptions. This could
become important, FAH believes, as the amounts become greatly magnified in the transition




from a charge-based DRG system to a cost-based DRG system. The FAH requests, therefore,
that CMS properly align these items prior to calculating DRGs under a cost-based system and
furnish providers with appropriate revised forms as necessary with instructions regarding how to
avoid duplications, omissions and/or other inaccuracies.

4, Transition Period.

CMS acknowledges that because of the dislocation of funding for services created
by the use of cost-based DRG weights among hospitals, it may be appropriate to phase in the use
of this new approach over a period of years. As indicated above, the FAH suggests a one year
delay in implementation to give CMS an opportunity to develop a system that achieves payment
accuracy in the range of that achieved through the MedPAC recommendations. Once such a
system is developed, because of the significance of this change, there should be an extended
transition, a minimum three-year phase-in period is appropriate. This would give CMS time to
address any flaws in methodology that may be unforeseen at this point in time and allow
individual hospitals to adapt to any severe dislocation of funding. This recommendation should
be considered in conjunction with the FAH comments concerning consolidated severity adjusted
DRGs, below.

C.3 DRGs: SEVERITY OF ILLNESS

CMS proposes that the current CMS DRG system be replaced with a severity based DRG
system by FY 2008 (if not earlier). The proposed severity based DRG system was designed by
3M Health Information Systems, as modified by the proposed rule into a consolidated severity
based DRG system, referred to hereinafter as “CSA DRG.” The FAH offers comments
concerning the proposed CSA DRG system in four areas: (1) the basis for the proposed system;
(2) the proposed case mix index (“CMI”) adjustment associated with anticipated hospital
behavior under the proposed system; (3) the interaction between CSA DRG and outlier payments
and other add-on payments; and (4) the implementation of a CSA DRG system:.

1. Basis for the Proposed CSA DRG System.

The FAH strongly opposes any implementation in part or whole of the CSA DRG system
for FY 2007. This opposition is based on (a) inadequate notice for informed public comment, (b)
fundamental concerns of the proposed methodology and (c) insufficient information regarding
the impact of the system. The FAH can only support a limited but targeted DRG expansion to
achieve improved payment equity, as described below, until such time as meaningful study and
debate can occur regarding a more ambitious effort.

a. Inadequate notice for informed public comment.

The FAH believes adoption of any aspect of CSA DRGs during FY 2007 would
be inappropriate under any meaningful reading of the notice and comment requirements of the
Administrative Procedure Act and the limitations of the Secretary’s rulemaking authority. Since
publication of the NPRM, FAH has requested the 3M report and underlying data that forms the
basis for the proposed CSA DRG system. CMS advised the FAH and other participants in a




video conference on April 18, 2006, that the 3M report in question is in draft form and CMS
would not provide draft information to the public. The courts have repeatedly held that the APA
requires an agency relying on outside reports and data to make such reports and data available to
the public so that informed comment can be provided to the agency and the courts have
overturned regulations when such procedural irregularities have occurred. See, e.g., Asarco, Inc.
v. U.S. Environmental Protection Agency, 616 F.2d 1153, 1156, 1163 (9" Cir. 1980) (agency
outside consultant’s report relied upon for rulemaking not provided for comment); Marathon Oil
Co. v. Environmental Protection Agency, 564 F.2d 1253, 1264 (9th Cir. 1977) (failure to provide
data relied upon for rulemaking for assessment by those affected by rule renders the rule
procedurally invalid). It does not matter that the information in such a report is preliminary, or
the report 1s in draft form, if the information or the report are relied upon by the agency as part of
its decision making process, they must be made available to the public for comment. In this
instance, the report from 3M constitutes the very basis for the proposed system and CMS appears
not to have prepared any original work that would otherwise support the proposed system. Thus,
without access to the 3M report and underlying data, no meaningful comment can be provided by
the industry.

b. Concerns regarding the proposed CSA DRG system.

The FAH understands MedPAC’s recommendations and CMS’s proposal to move
towards a DRG reimbursement methodology that is based on severity of illness. However, any
such change must also appropriately reimburse providers for resources used to treat the Medicare
patient population. The FAH refers CMS to its comments at page 2, above, indicating that
MedPAC data suggests that severity based DRGs would have little impact on payment accuracy
under a cost-based HSRV system of the type originally recommended by MedPAC. Until that
system is appropriately implemented and its impact on payment accuracy is gauged, CSA DRGs
seems premature and would create an unnecessary burden on hospitals. Also, based on the
limited review thus far of the provided data, we believe some of the foundational items related to
appropriate provider reimbursement have not been fully integrated into the system. An example
of inadequate reimbursement is illustrated by comparing a current CMS DRG to the projected
CSA DRG.

CMS DRG CMS DRG Weight | CSA DRG CSA DRG Weight
DRG 471 FY06 DRG 471 CSA DRGs do not Hip = DRG weight ranges
Bilateral or Bilateral or Multiple | recognize bilateral joint | from 1.8 - 2.5;
Multiple Major | Major Joint = 3.1 procedures. The
Joint weights for comparison | Knees = DRG weight ranges
Procedures of | and are dependent upon from 1.7 - 2.5
Lower which specific joint (for
Extremity FY07 DRG 471 example, knee or hip)
Bilateral or Multiple
Major Joint = 2.

As demonstrated, patients that are grouped into this CMS DRG are reimbursed at
a higher weight based on CMS’s calculation of the resources that it takes to care for this patient



population. There is no such “bilateral” joint DRG under the proposed CSA DRG system. We
do believe that it is CMS’s intent to appropriately reimburse the provider for services rendered;
therefore, a new or different CSA DRG would need to be explored.

We believe there to be other examples within the proposed system that contain
this apparent flaw in the underlying methodology, such as high cost drugs. We believe that this
is due to the fact that APR-DRGs and thus CSA DRGs are based on severity of the patient’s
illness and not the underlying complexities that may affect treatment of that patient. The
bilateral joint replacement is a prime example of this. The resources used to perform a bilateral
joint replacement increase as the complexity of performing a bilateral replacement is greater than
doing just one. We believe CMS recognizes these issues and we concur with CMS’s statement
in the Proposed Rule that a method of recognizing technologies that represent increased
complexity, but not necessarily greater severity of illness, should be included in the system. The
FAH applauds CMS’s recognition of this in the area of technology. This concept needs to be
fully explored and a solution provided prior to implementation of a refined system. FAH
members welcome the opportunity to assist in the development of criteria to not only address
- technology complexities but other areas in which the patient’s diagnoses, alone, will not
adequately describe the complexity associated with the resources used to treat the patient.

Additionally, the FAH has found that the APR-DRG methodology, and therefore
the CSA DRG grouping logic are in some cases, not consistent with official coding guidelines.
An example of this is a patient with chest pain that is seen in the emergency department and
because of prior cardiac history, is admitted to rule out myocardial infarction (heart attack). The
physician had performed a cardiac catheterization on the patient the previous week and although
some coronary artery disease (“CAD”) was present, it was not significant enough for treatment
or to be causing the chest pain. The physician documented the final diagnosis as “non-cardiac
chest pain,” with a secondary diagnosis of CAD.

The APR-DRG system makes an assumption that any case with chest pain with
any other secondary diagnosis of coronary artery disease should be classified to the coronary
artery disease DRG, as set forth below:

Original Case Revised Case
(classified correctly) (inappropriate classification)
786.59 786.59
414.01
(Note: 414.01 should be coded)
APR-DRG 2031 APR-DRG 1981
Chest Pain — Minor Angina Pectoris & Coronary

Atherosclerosis — Minor

The APR-DRG grouper collapses the diagnoses and resequences the coronary
atherosclerosis (414.01) as the principal diagnosis putting the case into an APR-DRG for
coronary atherosclerosis instead of chest pain. The assumption by the APR grouper may be that
the work-up of the patient and resource utilization was focused on ruling out a cardiac condition,




but any CMS classification system is used for a variety of purposes. It is inappropriate for a case
to be clinically classified into a group that is in direct disagreement with the specific physician
documentation concerning the reason for the admission. This example illustrates that more time
is needed to fully explore and evaluate the proposed severity adjusted DRG methodology.

The FAH agrees with the concern expressed on the Open Door Forum on May 5,
2006, regarding the importance of maintaining transparency within the DRG system. Any
methodology that is used for the Medicare patient must be readily available and cannot be based
on a proprietary system. For example, how will future DRG refinements be made if the
underlying system is owned by 3M? It seems that the hospital industry will be putting itself in
the same position as it is in with the use of AMA’s CPT coding system for outpatients.

The FAH understands that CMS is aware that the UB-92 is limited to nine
specific form locators for ICD-9-CM diagnosis codes for billing; and that currently there is a
variance between the number of codes submitted by hospitals via the electronic claim submission
process and the number of codes processed by CMS. It is impossible to properly refine the DRG
system using MedPAR data due to this restriction. The limitation of nine specific form locators
for ICD-9-CM diagnosis codes will not present issues for cases with nine or fewer diagnoses.
However, in the case of more than nine ICD-9-CM diagnoses, which are typically reported for
the more-severely ill, this limitation will be problematic. It is our understanding that “overflow”
(more than nine diagnoses) may be reported in the “remarks” field of the UB-92; however, it is
uncertain as to the subsequent recognition of these codes within the payor system or within
MedPAR for future data analysis. The FAH respectfully submits that an incremental step in
working towards a refined methodology system is to have the CMS systems remediated to stop
truncating the number of diagnosis and procedures codes that providers submit. It is essential
that the number of diagnoses and procedures processed by Medicare be expanded beyond 9
diagnoses and 6 procedures. There is concern that any impact that is being projected today using
MedPAR data is potentially flawed based on this system limitation.

We strongly agree with CMS’s statement that a transition involving two groupers
to blend payments with and without severity would be impractical and burdensome.

CMS also proposes as an alternative to a wholesale or partial implementation of
CSA DRGs applying a clinical severity concept to an expanded set of DRGs in FY 2007. CMS
states that the agency has received correspondence requesting that a clinical severity concept be
applied to DRG 546. CMS mentions that it has taken steps to better recognize severity of illness
among cardiovascular patients for FY 2006. CMS also states that they are considering whether a
similar approach should be applied to select DRGs for FY 2007 and has requested comments on
this alternative.

c. Specialty Hospitals

FAH cannot overstate its fundamental belief that while these DRG
refinements were recommended by MedPAC and proposed by CMS primarily as a payment
policy response to the documented problems of physician-owned specialty hospitals, they are
inadequate for the purpose for which they are intended and no substitute for addressing the
underlying conflict of interest issue that leads to patient selection and overutilitzation. The same



conclusion is true for other possible administrative solutions that CMS is considering amending
in light of the physician-owned specialty hospital dilemma. These proposals do not address the
economic issues that have led physician-owned specialty hospitals to avoid Medicaid and
uninsured patients. As MedPAC noted in its March 2005 Report to Congress, opportunities for
selection never fully disappear,” because of hospitals advantages resulting from more
sophisticated and accurate cost accounting data compared with Medicare and because
“physicians always know more than CMS about individual patients’ expected costs.” In
addition, there is a strong incentive for physician-owners to compensate for payment reductions
from these DRG refinements by increasing the volume of procedures, particularly outpatient
procedures and other tests not covered by the payment. The only effective policy response is for
strict enforcement of existing self-referral and anti-kickback authorities to prohibit the conflict of
interest inherent in physician ownership and self referral.

d. Recommendation

CMS should not adopt CSA DRGs during FYs 2007 or 2008. Instead,
CMS should do no more than selectively adjust for patient severity a limited number of DRGs,
similar to what was done with cardiac DRGs last year, and only for DRGs where CMS has data
demonstrating that severity considerations will lead to more accurate payments consistent with
resource use, such as may be the case with DRG 546 for FY 2007. For FY 2008, CMS could
propose other specific DRGs where severity considerations would give rise to better payment
accuracy and give the industry adequate notice to provide meaningful comments. Except for the
mention of DRG 546, CMS has not provided any data or supporting or explanatory rationale
upon which to make meaningful comment. Also, there is limited and inconclusive data available
regarding the effects of last year’s expansion. After CMS has data from a limited expansion of
DRGs in FYs 2007 and 2008, CMS will be in a better position to determine whether wholesale
severity based changes to the system are appropriate or whether it can achieve most of the
intended effect of such a system through limited but targeted DRG expansion, or even whether
such expansions are necessary in light of the payment accuracy achieved through cost-based
weights. To the extent that CMS does expand the number of DRGs this year to accommodate
severity concerns, the FAH requests that such expansion be announced through an interim rule
with comment period.

2. CMI Adjustments for Anticipated Hospital Behavior.

In the Proposed Rule, CMS has solicited comments on the potential for changes to the
CMI from a new DRG system. More specifically, CMS states its belief that the adoption of CSA
DRGs would create a risk of increased aggregate levels of payment as a result of increased
documentation and coding. CMS cites the MedPAC recommendation for the Secretary to project
the likely effect of reporting improvements on total payments and make an offsetting adjustment
to the national average base payment amounts. CMS has reiterated its position that section
1886(d)(3)(A)(vi) of the Act gives the Secretary broad discretion to adjust the standardized
amount so as to eliminate the effect of changes in coding or classification of discharges that do
not reflect real changes in case-mix.

The FAH believes that any behavioral offset to the standardized amount to attempt to
adjust for increased documentation and coding is unnecessary and unwarranted. While CMS has
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solicited comments on the potential behavioral offset to the standardized amount for FY 2007,
CMS has not provided any analysis to justify or support the need for a behavioral offset,
including the fact that no specific offset amount has been proposed. The FAH believes that prior
to any behavioral offset being implemented, CMS is obligated to provide adequate notice and an
opportunity to meaningfully comment in response to a specific proposal that is supported by an
analytical basis and data for any such offset.

The FAH is not convinced that a behavioral offset can be objectively quantified and thus
believes that any behavioral offset is unnecessary and unwarranted. Trying to objectively
quantify coding changes by separating real coding from possible improved coding and
documentation is virtually impossible. Claims are coded using official standard coding
guidelines which would be the same regardless of what DRG system is used to group patients.
To attempt to say a claim has been or would be coded differently under a change to the CMI is
contrary to adherence to standard coding guidelines. Current coding practices require that a
claim be coded completely and accurately. This “complete and accurate” approach is consistent
with the Health Information Management/coding professionals’ code of ethics. HIM
professionals understand the importance of coded data and simply do not code strictly for the
. purpose of reimbursement. Where the standard coding guidelines have not changed and such
standard guidelines are applied to claims, the FAH believes that it would be inappropriate to
apply a reduction to the standardized amount for perceived improved documentation and coding.

Historically, the annual update to the IPPS standardized amount is reviewed by Congress
with recommendations from MedPAC. Such updates take into consideration all the factors that
drive hospital IPPS payments, including coding changes. While profit margin is not the single
controlling factor in the update process, profit margin analysis is nonetheless a vital part of the
update process. In its Report to Congress: Medicare Payment Policy dated March 2006,
MedPAC presented that hospital overall profit margin for 2004 was -3.0% and profit margin was
projected to be -2.2% for 2006. With Medicare profit margins below zero for the average
hospital, there is no support that hospitals are benefiting from any prior perceived improvement
in documentation and coding. Congress, with MedPAC’s update recommendations, has
effectively eliminated any potential benefit from improved coding. The FAH believes that the
update process that considers the overall performance of hospitals is a much more objective
means of addressing any perceived improved documentation and coding than can be achieved by
a guess estimate of improved coding. Thus, the FAH is convinced that the update process
adequately and appropriately adjusts for any improved documentation and coding.

3. Cost Based Weights: Outlier Threshold, NPRM Part I1.C.4 and Other
Payment Adjustments.

CMS indicates that it has yet to complete an analysis of a MedPAC recommendation for
DRG specific outlier thresholds that are financed by each DRG and that such proposal would
require a change in the law. In a similar vein, CMS notes that a severity based DRG system
would, to some extent, eliminate many cases that currently are paid on an outlier methodology,
because many former outlier cases would receive higher payments as a type 3 or 4 DRG under
such a system. CMS also notes that 3M has modeled outlier payments under cost and severity
based DRGs indicating a projected outlier threshold of $18,758. Unfortunately, neither the 3M
report nor its data have been provided to the public so that informed comment regarding outlier
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payments can be provided. It is impossible to determine from the scant information provided in
the Proposed Rule whether such an outlier system also would require a change in the law.

Indeed, Table J, a payment impact table at 71 Fed Reg. 20024, which seeks to inform the
public how the proposed CSA DRG system would shift Medicare funds throughout the hospital
industry based on type of hospital, does not even seem to take outlier payments into account.
Given that outlier payments represent 5.1% of total DRG payments, this would suggest that
Table J may not accurately represent such payment shifts.

Until the Secretary can ascertain what if any changes will need to be made to the outlier
payment system to account for implementation of a CSA DRG system, and provide the industry
with meaningful notice and data to comment, the implementation of severity based DRGs is
premature.

MedPAC, as part of its package of recommended DRG refinements called for a revision
in the way outliers payments are funded. Presently, outlier payments are funded in a manner
tantamount to a “flat tax” -- all DRG payments are reduced 5.1% regardless of whether or how
many outlier cases occurred under a particular DRG. MedPAC recommended, however, that
outlier funding operate more like a “user tax” — the weights assigned to specific DRGs where
outlier cases occur would be adjusted as necessary to create a 5.1% outlier pool. MedPAC
findings demonstrated that payment accuracy improved with a DRG-specific funded outlier
policy. However, as is true with the other refinements, the DRG specific outlier policy, which
requires Congressional action, would also result in redistributions across hospitals. FAH
recommends that CMS study the MedPAC outlier recommendation as part of any severity
refinements and ascertain the appropriate outlier funding set aside as part of such severity
refinements. The FAH believes that the 5.1% set aside to fund outlier cases can be significantly
reduced with the adoption of DRG refinements that improve payment accuracy. Reducing the
outlier pool could also provide an important counterbalance against the redistributive effect
across hospitals that would occur with the implementation of DRG refinements.

Similarly, at 71 Fed. Reg. 24006, the Secretary states that: “ We note that MedPAC’s
recommendations with regard to revising the DRGs to better recognize severity of illness may
have implications for ... the IME and DSH adjustments. We will discuss these implications in
more detail in the following sections.” Unfortunately, while outlier and case mix are discussed
by the Secretary, the only further discussion of the IME and DSH implications of the proposed
system occur 21 pages later with the statement that “further study is warranted.” Id. at 24027.
Such statements cannot form the basis for meaningful comment when the nature of such
“implications” is not identified in the Proposed Rule. The FAH certainly does not believe that
either IME or DSH adjustments are or should be affected by CSA DRGs. The new system is
designed to be budget neutral as compared to the CMS DRG system and payment adjustments
for IME and DSH are in addition to the DRG payments.

Indirect medical education payments are part of a proxy for capturing the indirect costs of
care in a teaching hospital such as, for example, increased medical records costs or additional
diagnostic tests ordered by resident in a training program that may not be ordered by a practicing
physician. Neither CMS DRGs nor CSA DRGs are designed to reimburse hospital specific costs
nor are they calculated to build in these teaching related costs at a facility specific level.
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Additionally, severity cannot be linked to such costs. Similarly, DSH payment adjustments are
not calculated with regard to factors solely related to Medicare beneficiaries. Rather, one focus
of DSH payments is on low income Medicaid patients. The history of the DSH provisions
suggests that Congress recognized that hospitals treating a large volume of low income patients
had a sicker, more cost intensive patient population than other hospitals and DRG payments did
not compensate for those facility specific costs incurred by such hospitals on a disproportionate
basis. DSH House Report, 1985 U.S.C.C.A.N. at 594 (noting that treating low income patients,
including Medicaid patients, indirectly increases the cost of treating Medicare patients because
of the need for “extra over-head costs and higher staffing ratios which reflect the special need for
such personnel as medical social workers, translators, nutritional and health education workers
....”). Over time, the purpose of DSH payments has evolved to being necessary for Medicare to
share in the payment for low income, uninsured individuals in order to maintain access to health
care services for Medicare patients. Secretary Thompson in his letter of February 19, 2004 to the
American Hospital Association transmitting the CMS “Questions On Charges For The
Uninsured” acknowledged this evolution when he states “Medicare and Medicaid have a long
history of doing their part to help the uninsured that includes paying hospitals $22 billion each
year through the disproportionate share hospitals provisions to help hospitals bear the cost of
caring for the poor and uninsured.” Additionally, MedPAC recognized a similar purpose to DSH
payments in its March 1998 Report To Congress: Medicare Payment Policy, Volume 1, Chapter
6 at 65 and again in the March 1999 Report To Congress: Medicare Payment Policy, Chapter 3,
pages 60ff. Neither of these additional payments are related to case severity and nothing is
inherently built into CSA DRG payments that would compensate for either of these factors,
especially given that CSA DRGs are designed to be budget neutral as compared to CMS DRGs.

4, Implementation.

In addition to the lack of information regarding implementation of an outlier system that
would function consistent with existing law, as addressed above, there are other issues that flow
from a wholesale redesign of the DRG system that also are not addressed in the NPRM. Some
areas that will require analysis by CMS before severity based DRGs can be implemented
include:

a. Transfer DRG Provision: The approach to the transfer provision under a
refined DRG system, including both methodology and payment impact, must be fully disclosed
with appropriate notice to allow for adequate review and public comment;

b.  Lack of Historical Data: There will be a loss of trending DRG data for
CMS and for all associated stakeholders. This will include an evaluation of how, or if, the OIG
will have the ability to examine DRGs that have a history of aberrant coding to determine if
additional hospital specific follow up will be performed;

c. Impact on Post-Acute Settings using CMS DRGs: CMS needs to consider
and examine how the proposed new DRG methodology, if adopted, would impact post-acute
settings that use the current CMS DRG as a basis for the reimbursement (including psychiatric
and long term care hospitals).

13




d.  Renegotiation of open Corporate Integrity Agreements (CI4) - Since many
coding related CIAs are designed based on CMS DRGs, the terms of any such agreement will
have to be revised. Requiring providers under a CIA to use a dual system is unreasonable.

CMS should carefully consider whether there are viable alternatives to CSA DRGs. For
example, CMS should evaluate whether migration to a new coding classification system, ICD-
10-CM and ICD-10-PCS, would provide the greater benefit in achieving a severity adjustment
reimbursement methodology. Since the early 1990s, there have been many discussions regarding
the inadequacy of ICD-9-CM diagnoses and inpatient procedure classification systems. ICD-
10-CM and ICD-10-PCS (collectively referred to ICD-10) were developed as replacement
classification system.

The National Committee on Vital and Health Statistics NCVHS) and Congress, in the
committee language for the Medicare Modernization Act, recommended that the Secretary of
Health and Human Services (HHS) undertake the regulatory process to upgrade ICD-9-CM to
ICD-10-CM and ICD-10-PCS. Congress’ call for action recognized that procedure classification
codes serve to identify and support research and potential reimbursement policies for inpatient
services, including new health technology as required under the 2000 Benefits Improvement and
Protection Act. To date, HHS has not yet moved forward to adopt the ICD-10 classification
upgrades. We believe that without a change to ICD-10 soon, there could soon be a significant
data crisis in the U.S. We concur with the NCVHS recommendation to issue a proposed rule for
adoption of ICD-10. We also would support an implementation period of at least two years
following issuance of a final rule, such that if a final rule requiring the implementation of ICD-
10 is announced as part of the FY 2008 rulemaking, implementation of that part of the rule
would take place beginning in FY 2010.

The FAH urges CMS to consider the impact of educating, preparing for and adopting
severity adjusted DRGs and then a year or so later having to reeducate and prepare for ICD-10
and then to learn the DRG methodology utilizing ICD-10. There appears to be a great deal of
duplicative and unnecessary overlap for what may turn out to be limited benefit.

The Federation opposes global change to a severity adjusted DRG system until a more
robust and thorough analysis can be performed and appropriate informed comments submitted.
Providers require more than a 60 day comment period to perform a thorough analysis. If CMS is
planning on beginning the severity adjusted DRG methodology for FY 2008, all information
must be made available at least a year in advance of a planned implementation. This needs to
include the availability of the CSA DRG grouper for an extended period of time. This should be
readily available and should allow for the submission of “batch claims” rather than a case by
case grouping, which is currently available on CSADRGASSIGN. Any consideration for the
design of a Medicare reimbursement system must be in the public domain and should not be
proprietary.

The FAH strongly recommends the development of a task force/technical committee to
help with considerations of a refined DRG methodology. The FAH agrees that revisions should
be considered, but this should be done through a formalized open-door task force with experts
from both the clinical and financial segments of the industry. It is also our recommendation that
individuals that participated in the Maryland Demonstration Project for DRGs be included on the
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task force to ensure that their experience with implementation is considered and addressed.
Based on comments made during the Open Door Forum, it appears that there were
implementation concerns with that demonstration project. As part of this task force, the FAH
also suggests analyzing situations in which the complexity of the patients are not always
appropriately captured (for example, new technology).

Finally, CMS needs to carefully evaluate the regulatory environment to understand the
burden being placed on providers and on CMS resources based on the substantial items being
proposed and/or implemented. This includes the move to UB04, the NPI, the 5010 upgrade, and
the MACs. All of these initiatives independently have a risk of disruption of payment; however,
when these initiatives overlap, this risk increases exponentially.

ILD. DRG RECLASSIFICATIONS

As CMS outlines in the NPR, there are a limited number of proposed changes to specific
DRG classifications. The FAH comments regarding those proposed changes, and requests for
additional changes, are set forth below.

1. Pancreas Transplants.

The FAH agrees with the proposal for pancreas transplants (DRG 513) to remain in the
pre-MDC. We are pleased with CMS’s willingness to review this DRG grouping based on
proposed NCD changes to ensure consistency throughout the system.

2. MDC 1 (Diseases and Disorders of the Nervous System).

a. DRGs: Neurostimulators.

The FAH agrees with the CMS proposal to eliminate the add-on payment based
on new technology guidelines. However, the limited data based on the short time frame between
new code creations, add-on payment, and the use of charge data does result in difficulty in
recalibrating the DRG to ensure appropriate reimbursement. Based on the data presented by
CMS, it appears that neurostimulators do have an increase in associated charge, but it is
unknown if any variance is due to hospital mark-up or due to the cost of the device. The FAH
recommends that this be assigned to DRG 543 to account for discontinuation of the add-on
payment for this advanced technology for Medicare beneficiaries.

b. DRGs: Carotid Artery Stents.

The FAH recommends, based on the data currently provided with the 2007
Proposed Rule, the current DRG relative weight be recalibrated to take into consideration the
charge associated with the carotid artery stents. FAH recommends that this be assigned to DRG
533 and 534 to account for the cost associated with provision of carotid artery stents.

3. MDC 5 (Diseases and Disorders of the Circulatory System).

a. DRGs: Epicardial Leads.

15




The FAH agrees with the recommended revisions to rectify the prior
inconsistency. We support CMS’ acknowledgement of the inconsistency in the coding
classification system that will be corrected with updates on 10-01-06.

b. DRGs: MCVs and Defibrillators.

Based on the information presented in the proposed rule, the FAH agrees with the
recommendation to not sub-divide DRGs 515, 535 and 536. The FAH requests a summary from
CMS in the final rule to address if the expected outcome was achieved as a result of the creation
of the cardiac clinical severity DRGs (DRG 547 through 558), effective October 1, 2006.

4, MDC 8 (Diseases and Disorders of the Musculoskeletal System and
Connective Tissue).

a. DRGs: Hip and Knee Replacements.

The FAH agrees with the proposal to remove those procedure codes from DRG
471 that do not represent bilateral and multiple joint revisions or replacements. However, a
question still remains in the case of a patient who may have a joint revision performed on each
leg that would constitute a bilateral joint revision yet, based on the current coding classification
cannot be readily identified.

b. DRGs. Spinal Fusion.

The FAH agrees that it is premature to consider splitting the spinal fusion DRGs
into potentially up to 10 new DRGs, at this time. There is a need for additional data analysis
prior to recommending new DRGs. Similar to what we requested with regard to the FY06
cardiac DRGs, the FAH requests a summary from CMS in the final rule to address if the
expected outcome was achieved as a result of the creation of the spinal DRG 546, effective
October 1, 2006.

S. DRGs: CHARITE ™

The FAH agrees with the recommendation to not re-assign ChariteTM at this time.

6. DRGs: Severe Sepsis.

The coding professionals within FAH agree that there is continued and ongoing
confusion associated with the coding of sepsis, severe sepsis, and SIRS with and without organ
dysfunction. There is concern that the ongoing changes have contributed to industry wide
confusion versus providing clarification and certainly are not consistent with physician
documentation patterns. There is a reference to the code modification that will be made part of
the October 1, 2006 coding update; however, the changes specified in Table 6E, Revised
Diagnosis Code, do not provide sufficient information to determine if this will decrease
confusion. In the review of the minutes from the September 29-30 C&M meeting, there were
many options presented; yet the final determination is not known and will not be known until a
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tabular addendum is published. At this point, it will be a matter of waiting to see if the diagnosis
revisions alleviate the confusion associated with these conditions.

In this section, there is also a reference made to updated coding guidelines that will be
published over the next year which could begin the process of improving data for this group of
patients. The FAH proposes that a new process be considered related to the development and
deployment of establishing or updating official coding guidelines. The fact that CMS has
become more “provider friendly” has been duly noted and is appreciated. The open door forum
concept is a great example of offering an opportunity for CMS to provide education on industry
topics as well as offering the provider community the opportunity to ask questions or provide
insight into areas of concern or confusion. This same concept needs to be applied to the
development of official coding guidelines. The FAH requests an open meeting to discuss
potential coding guideline changes to ensure that the advice being considered is operationally
sound and applicable in the real world.

The Editorial Advisory Board (EAB) would obviously still be the governing body and the
appointed members would be the voting party. Even if a public meeting was not deemed to be
warranted, there could be an announcement in the Federal Register providing the recommended
changes and asking for public comment. The recommended approach to this process is similar to
the NUBC open meetings. The majority of coding professionals are anxiously waiting each
issue of Coding Clinic to determine what items have changed and then to determine the impact
on their operations. In many cases, this may result in re-doing educational offering or revising
tools and resources used to facilitate the coding process. In many cases, there is also a need to
quickly provide physician education on topics that are included. The FAH recognizes that CMS
does not administer the process in which the official coding guidelines are developed, yet we
respectfully request that since HIPAA deems this publication as the official guideline, CMS
provide guidance to ensure that this publication is operationally applicable by allowing public
comment on proposed guideline changes as well as ensuring that the publication is available in a
timely manner. As an example, as of May 24, 2006, the First Quarter 2006 Coding Clinic has
not yet been received. There is no accountability for the EAB to ensure that the publication of
official guidelines on complex issues is addressed in a timely manner. The fact that updated
coding guidelines over the next year are referenced in the Proposed Rule provides little comfort
to the provider community that issues related to ongoing confusion will be addressed in a timely,
operationally sound manner. It is our concern that the data improvement for the group of
patients referenced in the proposed rule will be compromised and will not be available to meet
the needs of CMS or the provider community. The FAH’s members offer their assistance to
CMS or others to achieve our common goal of providing timely and comprehensive coding
guidelines to the HIM/coding professionals to ensure quality and data integrity in a complex
regulatory environment.

Once again this year, the FAH requests reconsideration of changes to the current sepsis
classification. Although CMS states that the current definition of severe sepsis is not specific
enough at this time in terms of “clinical coherence or resource utilization” to warrant any
changes, changes to the coding guidelines are already impacting the provider community.
Specifically, coding guidelines have been revised based on clinical definitions, which in turn
affected the DRG classification for sepsis. In many instances these DRGs are insufficient for the
hospital resources provided.
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The FAH recommends a recalibration of DRGs impacted by severe sepsis with
respiratory failure when a patient is placed on mechanical ventilation. This proposal is based
upon the resources consumed when a patient is maintained on mechanical ventilation for
respiratory failure when the patient also has severe sepsis. According to the ICD-9-CM Code
Book tabular and 4Q 2003 Coding Clinic pp 79-81, “For patients with severe sepsis, the code for
the systemic infection (038.x) or trauma should be sequenced first, followed by either code
995.92, Systemic Inflammatory Response Syndrome due to infectious process with organ
dysfunction, or code 995.94, Systemic inflammatory response syndrome due to noninfectious
process with organ dysfunction. Codes for the specific organ dysfunction should also be
assigned.” As a result of this coding guideline, respiratory failure cannot be sequenced as the
principal diagnosis because it is considered an organ dysfunction of the patient’s sepsis. The
resources consumed by a patient with severe sepsis who is placed on mechanical ventilation are
significantly higher than a patient with severe sepsis who is not placed on mechanical
ventilation. There currently is no DRG for sepsis that identifies the increased utilization of
mechanical ventilation to appropriately represent the resources expended for these patients.

A potential approach to address this lack of recognition of resource utilization includes
changing DRG 416 and/or DRG 475 based upon the impact of this coding advice. We
recommend a DRG reclassification of severe sepsis with mechanical ventilation to DRG 475,
with a revised title to read “Respiratory System Diagnosis or Severe Sepsis with Ventilator
Support”. Changing the DRG logic so that when a patient has respiratory failure as the principal
or secondary diagnosis and is maintained on a mechanical ventilator support for longer than 96
hours would better capture the resources associated with caring for these patients. This
recommendation is similar to the change CMS implemented in the FY 2006 final rule related to
major cardiovascular conditions (MCVs) in which the MCVs could be present as either a
principal or secondary diagnosis leading to greater resource consumption. Another option would
be to create a new DRG for “Severe Sepsis with Mechanical Ventilation™ with the appropriate
reimbursement assigned to this DRG for resources consumed when a patient with severe sepsis is
maintained on mechanical ventilation for organ dysfunction of respiratory failure.

7. CC List.

It does not appear CMS is using its routine criteria to add or delete a CC from the CC list.
The codes for FY 2006 have only been utilized for the past 8 months. This does not allow
enough data to be collected for a change in CC status. Furthermore, the National Kidney
Foundation states that moderate and severe decreases in the GFR (Glomerular Filtration Rate)
represent stage I1I and IV chronic kidney disease, respectively. It is with this information that
we believe the revised codes for hypertensive kidney disease need further clarification and
further data review prior to deleting stage II and IV from the CC list. Once a patient reaches
stage III status he/she begins to exhibit the symptoms of a significant decline in kidney function
(e.g., chronic anemia, hyperkalemia, toxicity, etc.).

The FAH opposes the new hypertensive kidney disease code assignments (403.XX and
404.XX). We believe it is premature to create these new codes based on data only after one year
following implementation of the “new” hypertensive kidney disease codes. We do not feel there
is enough data to support this change and are uncertain as to the clinical ramifications related to

this change.
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8. Changes to the ICD-9-CM Coding System.

As stated above, the FAH will express its members’ concerns for coding changes to the
appropriate parties as outlined in the Proposed Rule. We would also like to suggest a more
cosmetic change to the tables appended to the Proposed Rule — we would recommend that the
“revised” text in the tables in the Federal Register be bolded for ease of the end user.

ILE. DRG WEIGHTS

CMS proposes to change the DRG recalibration process methodology for FYE 2007 to
move to a cost-based approach using a hospital-specific relative value (“HRSV”) system. CMS
solicits comments concerning this new methodology to recalibrate DRG weights and the process
for a transition from the current system.

1.  DRG Weights.

a, Errors in the Computation of HSRVs for the cost centers for
each DRG in NPRM Part ILE, Table set forth at 71 Fed. Reg.
at 24046-47.

The table that appears on page 24046-24047 of the Proposed Rule, pertaining to
the 10 cost centers that CMS proposes to use in HRSV calculation appears to contain several
inconsistencies. The FAH requests that CMS clarify precisely where specific items should be
included. Generally, the FAH notes that the charge descriptions, derived by MedPAR, do not
match the FORM CMS-2552-96 Cost Center description(s) for several cost centers. For
example:

1 MedPAR lists (18) Lithotripsy Charges where the cost reporting
form lists Radioisotopes;

2) MedPAR lists (6) Other Services where the cost reporting form
lists Whole Blood and Packed Red Blood Cells;

3) MedPAR lists (19) Cardiology Charges as including line 54 of the
cost report, which is Electroencephalography;

4) MedPAR lists (16) Blood Administration Charges where the cost
reporting form lists ASC (Non-Distinct Part);

(5) MedPAR lists (24) Outpatient Services Charges where the cost
reporting form lists Emergency;

(6) MedPAR lists (25) Emergency Room Charges where the cost
reporting form lists Ambulance Services;
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@) MedPAR lists (26) Ambulance Charges where the cost reporting
form has Renal Dialysis;

(8) MedPAR lists (29) ESRD Revenue Setting Charges where the cost
reporting form lists Clinic;

9) MedPAR lists (30) Clinic Visit Charges where the cost reporting
form has Other Outpatient Services, Other Ancillary, Home
Program Dialysis and Ambulance Services;

(10) Ambulance services appear to be included twice, once in (30)
Clinic Visit Charges and once in (25) Emergency Room Charges;

(11)  Lithotripsy is included in Cardiology Charges, which seems odd
since it is not a cardiology service, at least not typically;

(12) Line 62 "Observation Beds" is not reflected separately in Table A.
In situations where there is no distinct observation area, this cost
would be included in the Routine Cost Center. In situations where
there is a distinct observation area, the cost is not picked up since
on the cost reporting form, the cost is recorded on Line 62.01. The
FAH believes that Lines 62 and 62.01 should be included in Other
Services and Charges and that Line 102 "Less Observation Beds"
of the cost report should be included in the Routine Cost Center to
avoid duplicating observation costs;

(13)  Line 68 “Other Reimbursement” of the cost report is not listed in
the Table at all. Other Ancillary on Line 59 of the cost report is
reflected in (30) Clinic visit charges. In actual practice, on the cost
report, this line is subscripted into various cost centers such an
MR, Cardiac Catheterization, Lithotripsy and others.

While these inconsistencies do not impact the conceptual basis of the use of
HSRVcc's, the inconsistencies between the forms and formats call into question the accuracy and
validity of the crosswalk to the cost report from MedPAR charge descriptions. This could
become important, FAH believes, as the amounts become greatly magnified in the transition
from a charge-based DRG system to a cost-based DRG system. The FAH requests, therefore,
that CMS properly align these items prior to calculating DRGs under a cost-based system and
furnish providers with appropriate revised forms as necessary with instructions regarding how to
avoid duplications, omissions and/or other inaccuracies.
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III. PROPOSED CHANGES TO THE HOSPITAL WAGE INDEX

B. CBSAs

As part of the transition to the new labor market areas that became effective for Medicare
IPPS purposes with FY 2005, CMS allowed previously urban hospitals that became rural under
the new definitions to maintain their assignment to the MSA where they were previously located
for the 3-year period for FY 2005, FY 2006, and FY 2007. Specifically, during these three fiscal
years, these hospitals were or will be assigned the wage index of the urban area to which they
previously belonged, although for other purposes they will maintain their new status as rural
hospitals. In the comments submitted last year by the FAH on the IPPS proposed rule for FY
2006, at page 16, the FAH stated that it had become aware of at least one situation where a new
hospital was scheduled to open in a geographic area that is considered rural under the new labor
market areas, but was urban under the previous definitions. We recommended that the policy be
clarified to allow a new hospital in an area that is rural under the new classifications, but would
have been urban under the old classifications, to also benefit from the three year transition period
that has been granted to existing hospitals. Since newly constructed hospitals are some time in
the planning, such hospitals were planned with the expectation of higher Medicare payments
based on an urban wage index and should be equally protected from the reduction in the wage
index that affects existing hospitals in the same geographic area. We cannot see any rational
basis for distinguishing a newly constructed hospital from the other hospitals in its geographic
area or in paying such a hospital with a lower wage index than its neighboring hospitals.

CMS failed to address this comment in the Final Rule for FY 2006. It continues to be an
issue, as the FAH understands that at least one hospital in this situation has recently opened and,
though as of yet not receiving any Medicare payments, has the current expectation that its rate
may be determined based on the lower, rural wage index. The FAH reiterates its request for
CMS to provide that a newly-constructed hospital in one of the urban-turned-rural areas be
allowed to benefit from the transition payment during FY 2007 along with the other hospitals in

such areas.
C. OCCUPATIONAL MIX ADJUSTMENT

The discussion in the Preamble regarding the occupational mix adjustment has been
superseded by the Proposed Rule entitled "Hospital Inpatient Prospective Payment Systems
Implementation of the Fiscal Year 2007 Occupational Mix Adjustment to the Wage Index,"
which was published in the Federal Register on May 17, 2006, 71 Fed. Reg. 28644. The FAH
has submitted comments on this Proposed Rule in a separate letter and directs CMS's attention to

those comments.

H. HOSPITAL REDESIGNATIONS AND RECLASSIFICATIONS
CMS has included several proposals to address the fact that Section 508 reclassifications

are set to expire on March 31, 2007, half-way through the federal fiscal year. CMS has
established procedural rules for hospitals that wish to apply for individual reclassification for the
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second half of the fiscal year. CMS has also proposed that hospitals that are reclassified only for
half of the fiscal year would receive two different wage indexes for the two halves of the year.
Because this would impact the budget neutrality adjustment, CMS had to consider how to handle
that impact. CMS has elected not to calculate two different adjustments, which would result in
two separate IPPS standardized amounts for all hospitals; instead, CMS proposes to calculate one
budget neutrality adjustment that reflects the average of the adjustments required for the first and
second half fiscal year reclassifications.

The FAH has carefully reviewed the proposals in this section of the NPRM and believes
that CMS's approach to these issues is very reasonable. Therefore, the FAH is fully supportive
of the proposals regarding hospital re-designations and reclassifications.

IV.A. HOSPITAL QUALITY DATA

The FAH supports the voluntary submission and publication by CMS of information
about hospitals’ performance regarding patient care. The FAH is pleased that its member
hospitals were in the vanguard of those facilities reporting such data on the CMS website in late
2003, which was even prior to the passage of the Medicare Modernization Act (‘MMA”) that
established a financial incentive to submit such important quality measure information.

The FAH also understands and appreciates CMS’ development of the infrastructure
necessary to collect and report hospital quality data and to seek some balance in reconciling such
collection and reporting obligation with Medicare payment policy. While the FAH continues to
strongly support the overall concept of hospital quality measurement reporting and publication,
and wishes to work closely with CMS in further developing this program, the FAH nevertheless
believes that portions of the changes proposed by CMS in the FY 2007 IPPS Proposed Rule pose
potentially serious concerns for the hospital industry. The FAH believes that these aspects of the
current proposals can be significantly improved prior to final adoption and implementation.

1. Number and Type of Measures Required for Reporting to Obtain Full
Update.

The Proposed Rule requires that hospitals report 21 quality measures beginning FY 07 in
order to receive the full update. These 21 measures, covering three conditions—heart failure,
heart attack and pneumonia—and one set of surgical infection prevention (SIP) measures, are
currently endorsed by the Hospital Quality Alliance (“HQA”) for reporting on Hospital
Compare, the HHS web site that displays individual hospital performance on these measures.
The Proposed Rule states that hospitals must submit these 21 measures for discharges from the
first quarter of 2006 as one criterion for being eligible to receive the full Medicare update on
October 1, 2006.

The FY 2007 IPPS Proposed Rule was published affer the end of the first quarter of
2006. In order to be eligible to receive the full update, hospitals that did not collect data on all
21 measures for discharges from the first quarter of 2006 must now go back and commit
necessary additional resources to collect data for those measures they are missing if they want to
receive the full update. For example, published CMS data indicate that only 34 percent of
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hospitals reported the SIP measures on Hospital Compare as of March 2006, the most recent
update of the HHS web site. It will be a costly, inefficient and burdensome process for these
hospitals and their vendors to go back and collect data on the SIP measures after their regular
data collection efforts have concluded. FAH, therefore, strongly objects to this provision. It is
basing critical eligibility criteria on a time period when hospitals had no knowledge what the FY
07 requirements could or would be.

2. Fiscal Year 2008 Measures.

CMS also proposes several additional measures that it is considering implementing for
the subsequent fiscal year (FY 08). In particular, CMS indicates that it is considering adoption
of three structural “Leapfrog Group” measures that hospitals may be required to report on in FY
08. The FAH strongly opposes any requirement that hospitals report on the three structural
“Leapfrog Group” measures. The three measures involved are computerized physician order
entry (“CPOE”) implementation, referral of specific cases to “high-volume providers” as a
matter of public policy, and the use of intensivists.

The three structural standards supported by The Leapfrog Group are best viewed as
“aspirational best practices” (as The Leapfrog Group itself intended), as opposed to a national
standard of care. Because the proposed standards represent “leaps” beyond normal practices,
rural hospitals have not been asked to comply with the standards.

With respect to CPOE, implementation has been difficult due to the lack of standards,
cost of implementation, and noncompliance by physicians. Additionally, published research has
questioned the value of CPOE in terms of improving patient safety. Regarding the use of
intensivists, for many if not most communities throughout the country, there are simply not
enough intensivists to staff all hospitals. With regard to requiring referral of various patient
conditions only to high-volume hospitals, the FAH believes that this is of mixed effectiveness.
Volume does not always equate to quality. Information published by the National Quality
Forum indicates that there are only a few procedures that have a strong positive correlation with
good health outcomes.

As a result, FAH believes that it is unrealistic and unwise for CMS to adopt The Leapfrog
Group’s structural indicators as a mandatory reporting measure for inpatient hospitals in FY 08.

3. Efficiency Measures to be Pilot Tested

Section 5001 (a) (V) of Pub.L.109-171 states that beginning in FY 08, “...the Secretary
shall add other measures that reflect consensus among affected parties, and to the extent feasible
and practicable, shall include measures set forth by one or more national consensus building
entities.” Section 5001 (a) (VII) states that measures of hospital efficiency are one of the
categories of measures that the Secretary shall report on the CMS web site. The Hospital
Quality Alliance has begun a process to identify and test efficiency measures that will enable
providers to reduce the number or intensity of medical services provided to a patient without
withholding services that are likely to be beneficial to the patient’s health and satisfaction. The
intent of the HQA is to design and implement 2-year pilot test projects that would attempt to
measure unnecessary and duplicative efforts; preventable complications; care coordination; and
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services that add no improvement in patient outcomes. From this work, promising measures will
be identified, evaluated, and sent to the National Quality Forum for endorsement as national
standards so that they can be included for reporting by hospitals under the HQA.

4., Validation Issues.

a. General comments regarding validation process.

First, the FAH strongly recommends that CMS adopt a larger sample for
validating hospital quality measure data. In particular, the FAH recommends that CMS use four
quarters of data for validation, as CMS itself indicated it would plan to do for FY 07 in CMS’
January 2006 letter to the Government Accountability Office (“‘GAO”) (see Appendix IV:
Comments from the Centers for Medicare and Medicaid Services, page 56, GAO-06-54). The
FAH proposes, therefore, adding the fourth quarter of 2004 to the three quarters proposed, or
some other suitable string of four consecutive quarters for purposes of reporting and compiling
data. The FAH believes that the additional (one quarter’s) five cases are needed to increase the
sample size to a more credible and representative level and to create more stable results for
individual hospitals.

Second, the FAH believes that appeals should also be permitted for validation
tests scoring above the 80% pass level in any one quarter. At the present time, providers are not
able to appeal an audit result above the 80% threshold on a per quarter basis. Since CMS intends
to aggregate quarterly results, it is important that providers be able to appeal what they perceive
and believe to be incorrect audit results, even if the provider has already passed the 80%
threshold. If prior audit mistakes are not corrected, even though a provider may have scored
85% or 90% in that quarter, a subsequent lower quarter later in the year may tip the scales
against an overall passing score, which could have been avoided if the provider was permitted to
appeal what it believed to be an inaccurate or incorrect audit result in a quarter where the
provider met the minimum 80% passing score. The FAH would like its members to have the
ability to correct mistakes, even if the hospital would otherwise pass a quarter, so that the
combined results for three or more quarters are not lowered unfairly.

Third, the FAH believes that the Proposed Rule is incomplete with respect to
hospitals’ attestations of data accuracy. The Proposed Rule states that CMS will provide
additional information in the future. The FAH’s concern is that because the requirement has the
potential to become extremely burdensome, e.g., the FAH would not want a hospital statement to
have to be notarized, and would not want the hospital statement to have been delivered prior to
data submission, these types of issues should be ironed out and resolved prior to adoption. If the
attestation of data accuracy can be performed as part of the data preview period, allowing the
hospital Q-Net Exchange Administrator to review the data in the preview and electronically sign
for its accuracy, the FAH believes that the system would function more smoothly and include the
least degree of burden and highest degree of accuracy. Even if this cannot be accomplished
temporally, the FAH believes that attestations by providers should be able to be delivered
electronically, to ease any additional burden that may be imposed as a result of the attestation
requirements.
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Fourth, the Proposed Rule asks for guidance and comments on what the appeals
process should be if an update is denied. The FAH agrees with CMS that something faster than
the PRRB process is needed, given the backlog of PRRB cases and the length of time it takes for
such a matter to proceed through the PRRB process. However, the FAH does not believe that
shortening the time for filing an appeal or requiring an unrealistically short turn around time for
an appeal would be the wisest choice. Ultimately, FAH members and indeed, all hospitals
participating in an appeal, will want a fair yet reasonably timely process within which to present
an appeal. Rushing the front end of the appeal process will not serve hospitals’ ability to present
accurate, well considered and suitably supported appeal positions. Rushing the back end of the
decision making will probably result in occasional ill considered conclusions, incomplete
consideration of all material factors and unfortunately, over time, inconsistent results.

The FAH believes that hospital chief executive officers should be able to submit
their hospitals’ appeals in writing, stating all reasons and facts that hospital believes it compiled
with respect to the RHQDAPU eligibility criteria. The FAH believes that thereafter, CMS
should establish a pre-PRRB review panel that does not involve any of the individuals who make
the original determination. This panel will need adequate authority to make decisions in a timely
fashion (for example within 60 days would appear to be more than appropriate). But if the
preliminary panel’s decision is against the hospital, the hospital should retain the right to have its
appeal heard by the PRRB. This second level of appeal, naturally, will take more time, and will
leave the hospital in a bit of uncertainty; however, since the hospital will already have received a
formal response to its appeal at an earlier level, there would be more justification for delay at the
second level, and the hospital will certainly have an idea as to what at least one decision maker
thinks about the issue.

In addition, the FAH believes that data processing and communication errors that
are under the control of CMS or the result of the actions of its contractors, should not be held
against a hospital under any circumstances.

b. Data resubmission.

Current CMS policy does not permit resubmission of quality measure data after
the submission deadline even if an error is identified. As a consequence, individual hospital
performance information reported on the HHS Hospital Compare web site can be inaccurate.
The FAH understands that the major objective of the Hospital Quality Alliance (“HQA”) is to
provide valid and reliable data so that consumers can make informed choices and decisions
regarding their health care. If any part of the data are not correct, this objective cannot be met.
Failure to allow providers to resubmit (corrected) data negatively affects not only the next
release of data on Hospital Compare, but the next several releases, since data are reported for
four rolling quarters.

The FAH requests that CMS consider a methodology that would allow
resubmission of data in cases where incorrect data has been verified by the submitting provider,
while still maintaining the integrity of the data validation process for payment purposes. The
FAH does not believe that these two laudable goals are incompatible. CMS and its contractor
should be able to establish two separate databases. The first would be frozen once the final
submission deadline has passed to be used for CDAC validation. The second would allow for re-
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submission after the deadline as it is inevitable that hospitals, QIOs, and vendors will find errors
after the submission deadline. The need to correct the data on Hospital Compare will increase as
the number and complexity of measures reported to HQA and the financial stakes for hospitals
increase as well. This approach would create a stable universe from which to pull cases for
validation, as well as serve the need to provide valid and reliable information to consumers. It
would also further align JCAHO and CMS measures since JCAHO requires hospitals to re-
submit data when a data or submission error is identified, regardless of when the error is
identified.

c. Production of useful and actionable reports.

The FAH believes that CMS should create meaningful and useful reports for
vendors after data submission that identify actionable steps hospitals are required to take to make
sure they have successfully submitted the RHQDAPU measures. FAH requests that CMS
modify the Failure and Success reports so that any data elements needed to populate or calculate
measures reported for the APU would be identified as a critical error and result in the rejection of
the record when the data element is missing or does not constitute a valid value. The FAH also
recommends that CMS modify the Success report to allow downloading the entire report without
the need to disaggregate it into several reports. (CMS currently places a forty MB limit on
downloading reports.)

d. Access to Q-Net Exchange reports.

Hospitals that are owned by FAH member organizations generally rely on the
administrative staff at their respective corporate headquarters to assist them in submitting quality
data to JCAHO and CMS. Although these hospitals are 100% owned by the FAH member, the
corporate administrative staff does not have access to all of the same reports that their
organization’s hospitals are permitted to receive or can receive on the Q-Net Exchange. In
particular, owner hospital systems should be permitted to view “facility” reports, which provide
both the denominator and the numerator for each measure. By having access to this report,
corporate administrative staff can discern whether errors in data transmission have occurred and
whether data should be resubmitted before the deadline. The FAH also recommends that CMS
permit a hospital’s vendor to have access to the facility reports. Again, the FAH believes that
such access will facilitate and improve both accuracy and efficiency in preparing, submitting and
correcting these reports.

e. Vendor relationships.

Vendors play an important role in RHQDAPU and HQA. However, the
communication channel between CMS and the vendors is limited under current policy to a
monthly conference call between the vendors and CMS/JCAHO staff. The conference call is
generally conducted in a question and answer fashion, with vendors submitting written questions
prior to the scheduled call. Many vendors consider the monthly call non-productive, urthelpful,
and/or even confusing. The answers provided by CMS and JCAHO to the submitted questions,
in light of the forum and process (not for lack of effort on the part of the vendors, JCAHO or
CMS), are often incomplete and/or vague. Subsequent written answers are not distributed under
current policy until several weeks after the call, which unavoidably results in somewhat dimmed
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recollections of the issue. The technical quality of conference calls is also poor. It is not a
moderated call and, as a result, background conversations and phones placed on hold often
interfere with the ability of the participants to hear the answers being provided.

The FAH believes that the vendor information exchange process, including
conference calls, is vitally important to the overall RHQDAPU and HQA processes. The FAH
believes that CMS may not realize the degree to which hospitals rely upon their vendors. Within
the context of JCAHO quality performance measurement, vendors are responsible for the
successful participation of hospitals in providing data to JCAHO. Within this context, which
was established prior to HQA, hospitals view the vendor role in very much the same way, i.e.,
vendors play a critical role in a hospital’s successful participation in HQA and RHQDAPU.
Hospital staff typically rely on their vendors for help in understanding communications from
CMS, JCAHO and the QIOs.

The FAH encourages CMS to establish a formal advisory work group that would
meet regularly with CMS and JCAHO to work on issues identified by Hospital Quality Alliance
(HQA) stakeholders. This could be constructed as a subgroup of the HQA with relevant HQA
principals identifying the vendors that should be represented on this advisory workgroup. We
believe CMS would find this be a very beneficial endeavor. The FAH also recommends that
CMS improve the technical quality of the monthly vendor calls by making them moderated calls.

5. Electronic Medical Records.

The FAH welcomes the opportunity to provide comments on electronic medical records
(EMRs) and promoting effective use of health information technology (HIT).

In theory, EMRs could improve quality and safety, reduce costs and increase the
accuracy of clinical data being exchanged among care providers, payers and other entities. EMRs
could also help hospitals and other providers more efficiently report quality metrics to CMS and
other payers. Ideally, the EMR should passively capture the underlying data set needed for
quality reporting and be able to transmit such data without the need for subsequent
editing/reformatting. Finally, EMRs could also improve practice through the use of clinical
decision support tools.

Yet there remain a wide variety and number of legal, administrative, financial, regulatory,
and technical barriers to realizing the above vision. At present, much of the required data for the
Hospital Quality Alliance reporting process cannot always be reported at the time the clinical
care is delivered but instead must be collected retrospectively. For example, much quality
reporting is done using ICD-9-CM Diagnosis and Procedure Codes and/or Clinical Procedure
Terminology (CPT) codes. In many IT systems used by large vendors, those data are only
created during a coding process which occurs after a patient has been discharged. In some cases,
the codes may in fact be changed at the point of final billing, which may occur while using the
accounting, rather than the clinical care, software that hospitals use.

To cite yet another example, many quality measures are constructed from data that is
derived from progress notes and other unstructured text fields. The workflow involved in
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deriving quality data from such unstructured text is considerable. While advances in HIT are
showing promise, robust, scalable solutions remain in the offing.

Moreover, these technologies do not appear to anticipate the probable addition of many
new quality measures. The addition of fields not currently in EMR and EHR systems can have a
cascading effect on costs, implementation, training and operational practices. Care needs to be
taken in evaluating what data to collect to ensure that as little change as possible be made to the
data model of core systems; each change drives modification to source systems, resulting in
development, testing, quality assurance, and deployment costs, as well as delaying overall
implementation. For example, querying a large number of patient records associated with a
given condition may put substantial demand on system performance.

Organizations have tried to overcome this challenge by extracting EHR data from clinical
data repositories (CDRs) and storing this data in external data warehouses that are specifically
designed for analytical queries. These external data warehouses can automate quality
measurement only if the source systems store all the required elements for reports. ‘Some
measures require data elements that are often difficult to collect electronically. For example,
measuring aspirin on arrival for acute myocardial infarction (AMI) patients requires not only
knowing if a patient has taken aspirin, but also the time the patient took the medication. An
electronic medication administration record (¢eMAR) can document when aspirin is administered
to a patient when they are in the emergency room, but if the patient takes aspirin en route to the
hospital, this solution will not record the event. Hospitals that automate this documentation often
implement solutions that prompt nurses and physicians to document this specific information in a
structured fashion so that it can be warehoused for reporting.

Many EHR implementations have improved patient safety and reduced medical errors.
Though many EHRs do not fully automate quality reporting, they do provide clinicians with the
ability to view records remotely, thus easing the burden of accessing medical records for chart
abstraction. Indeed, a 2005 Healthcare Financial Management Association study found that only
40 percent of hospitals surveyed that are using automated health information tools to support
quality measurement reported a reduction in labor. The fact of the matter is that the current
generation of EHRs do not have the capability to easily and consistently identify underlying data
elements needed to create valid measures. As a result, vendor certification should not penalize
hospitals that have already implemented EHRs. These initiatives must be carefully vetted so that
current incentives are not diluted and the pace of EHR adoption consequently decreased.

In addition, if national quality reporting technologies are to be created around EHRs,
there are lessons that can be gleaned from the hospital industry’s early attempts to autornate
measurement. Some key considerations include the use of data and transmission standards as
well as the importance of creating measurement systems which do not place unrealistic demand
loads on EHR production systems.

Moreover, physicians who are unaccustomed to documenting in EHR templates may
naturally resist adopting electronic structured documentation. Hospitals which rely upon
physician admissions may therefore have a disincentive to install this functionality. Thus,
appropriate incentives tied to EHR adoption which lead to fully automating quality reporting
should be considered. To promote CPOE adoption, organizations such as the Leapfrog Group
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have included this functionality in its hospital recognition and reward program. Similar
incentives should be designed to reduce the financial risk of organizations making this
transition. Such incentives will also create a market driver for vendors to develop and sell this
functionality.

Besides technical and adoption issues, there remains the extremely difficult matter of
financing these IT improvements. A 2005 AHA survey of hospitals and health systems showed
that hospitals, on average, spent more than $700,000 in one year on the capital costs of health IT,
representing 15 percent of all capital expenses. Hospitals spent even greater amounts, on
average, $1.7 million, on health IT operating costs, representing 2 percent of all operating
expenses. Survey respondents identified the upfront and ongoing costs of IT as the greatest
barriers to further adoption.

The additional costs that hospitals may be expected to bear come at a time of decreasing
reimbursement by public and private payors. Moreover, several studies have shown that the
benefits of these hospital investments will largely be enjoyed by payors. Until standards exist
and issues of equity and funding are addressed, adequate hospital investment in IT are unlikely.

a. Information technology measures.

The FAH believes that adoption now of a host of measures related to the
hospital’s use of IT is premature. Quite simply, the most advanced IT measures, which are
believed, at first blush to improve quality of care, are not within the reach of many hospitals at
this juncture, and many have not been proven empirically to make a significant difference in the
quality of care. To impose such standards on a mandatory basis, with significant financial
incentives and penalties, does not make sense from a quality (or cost) standpoint today.

b. XML.

The FAH opposes CMS’ intent to develop measures specifications and a system
or mechanism to accept data without converting it into XML. XML is a standard data transfer
language. Moving away from XML would not only turn away from the trend of XML-driven
service oriented architecture, but represents a direct assault on interoperability; the general trend
of HIT architecture is to employ XML, which is used by the HL7 3.0 standard. Abandoning
XML would destroy many hard years of work by the HIT industry to adopt a common standard.

c. Federal industry standards.

We are pleased that CMS is working with other federal agencies to develop health
architecture data standards. The FAH supports the notion that hospital IT systems conform to
federal health architecture data standards but only to the extent that they, in turn, adhere to
industry standards. Clearly, if Federal and industry standards diverge, the administrative burden
on hospitals will be incalculable.

d. Promoting the use of Health Information Technology.
The FAH does not believe that CMS has the statutory authority to encourage the

adoption and use of HIT without new legislation. In general, the FAH believes that hospitals
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should base their investment in HIT on their respective specific business models as they do with
any other input, such as labor or plant. The FAH also believes that HIT should not be an explicit
factor in any value-based purchasing program. HIT is but one of many inputs hospitals use to
improve quality, including training. Well-designed value-based purchasing programs should
reward hospitals and other providers on the basis of outcomes rather than on the use of certain
inputs.

While FAH supports the notion that hospitals should use HIT that will be certified
by the Secretary and the Certification Commission for Health Information Technology (CCHIT),
it does not believe that using such technology should be part of a Condition of Participation.
Again, the underlying issues of providing quality care and delivering value should not be
dependent on particular inputs but rather the end result of the larger hospital system. The extent
to which a given hospital provides quality of care should be determined by accreditors and
quality metrics that are reported to CMS.

IV.B. VALUE BASED PURCHASING

In its March 2005 report to Congress, the Medicare Payment Advisory Commission
(“MedPAC”), presented a series of recommendations regarding “Pay for Performance” stating
that Medicare policy should explicitly link hospital payment and quality performance. The
report indicated that Medicare, the largest purchaser of health care in the United States, pays all
hospitals at the same rate regardless of the quality of care each provides. In this manner,
MedPAC contended, current payment policy contains virtually no incentive to invest in or
improve quality of performance. For the first time in any significant manner, CMS, in this
Proposed Rule, is now recommending that some type of “value based purchasing” or “pay for
performance” based system be introduced, as early as fiscal year 2009 for purposes of the
Medicare program. CMS has requested comments on a variety of issues related to this proposal,
and the FAH welcomes the opportunity to offer its views.

In designing a payment system that better links performance to payment, FAH’s goal is
to balance two critically important factors. Higher quality hospitals should, indeed, be
recognized; however, no payment system should impede or create barriers to appropriate high
quality care for all patients. Payment systems must ensure that evolving and improved
technologies continue to be available for all patients, and that no payment system linking quality
to payment unfairly punishes hospitals that are seeking to improve, thereby crippling such
provider’s ability to deliver good quality care to the population served by that facility.

1. Measure Development.

. Selecting measures for payment for performance.

The FAH generally agrees with the measure criteria in MedPAC’s 2005 report to
Congress regarding pay for performance and value based purchasing. However, the FAH would
more clearly emphasize that hospitals must be in control of the measurement process and be able
to improve upon it. Hospitals cannot be held accountable (with respect to monetary impacts)
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based on measures outside of their control. Any system linking performance to payment must
also recognize that hospitals and physicians broadly share responsibility in delivering high
quality and safe care. Thus, hospital and physician quality based performance incentives or
penalties should be closely aligned and must be within the control of hospitals and participating
physicians to be effective.

o Measures for reporting or payment.

The FAH supports using the multi-stakeholder HQA to identify the next set of measures
for reporting, and eventually, for payment. The FAH believes that this type of process, one in
which stakeholders are intimately involved, is the most effective way to promote change as
quickly as possible with the greatest acceptance of that change. As the Proposed Rule states,
“The efforts of CMS and its stakeholder partners to develop standardized performance measures
increase the likelihood that the measures will be valid, reliable, and widely accepted as viable
indicators of performance.”

FAH, as well as the HQA, supports the addition of the surgical care improvement project
(“SCIP”) measures. The FAH believes that these measures are consistent with the policies
espoused by MedPAC in the latter’s March 2005 report to Congress concerning value based
purchasing measures. The FAH, however, does not support the proposed measures related to a
hospital’s use of information technology (“IT”), implementation of data standards and the
proposed standards relating to preventable readmissions. These standards do not meet the
MedPAC criteria. MedPAC has among other things recommended: (i) that any measures
ultimately adopted should be evidence based, (ii) that collecting and analyzing the data should
not be unduly burdensome for the provider or CMS, (iii) risk adjustment should be sufficient to
deter providers from avoiding patients who might lower performance scores, (iv) measures
should be adopted whereby most providers should be able to improve on such measures, (v)
measures should apply to a broad range of care and providers, (vi) measures should capture
aspects of care that are under the control of the providers being measured, and (vii) the areas of
care being measured should be those needing improvement.

o Measures should be practical and manageable for hospitals to collect.

As hospitals reach higher levels of performance, old measures should be retired to
maintain a2 manageable and focused program. A life cycle of measures should be initiated and
continually updated, so that hospitals may proceed through a spectrum of improvement with
reasonable but perceptible rewards.

2. Confidentiality.

Given that value based purchasing and payment for performance are evolving concepts,
there is currently uncertainty as to how a final system may look. Under any possible final
scenario, one hospital priority is to ensure that hospital-specific, patient-specific data that is
reported for purposes of generating a payment decision is treated by the government and its
contractors as confidential and generally protected from public disclosure. In particular, such
data should be protected from disclosure to third parties for purposes of discovery in private
lawsuits or for other purposes unrelated to Medicare payment or quality reporting.
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The federal government and its contractors are governed by multiple confidentiality laws
and regulations with regard to those entities which provide services under federal health care
programs, and many of those protections would seem to apply to a value-based purchasing
program. However, in developing such a system, CMS should focus on ensuring that the raw
data received from providers that is used to make payment decisions is protected from
unintended disclosures to third parties that may use this valuable information for unrelated

purposes.

3. Data Infrastructure.

. Carefully consider HQA recommendations.

The HQA is engaged in a study to build consensus among its members, including CMS,
on a framework for collecting, storing and using hospital quality data for all stakeholders. The
FAH believes that the HQA constitutes a representative sample of the various regulators, vendors
and provider stakeholders in the health care industry and that prior to issuing any final
determination in this or a subsequent rule, CMS should carefully consider the recommendations
of the HQA with respect to collection, storage and use of hospital quality data.

Any common national platform of quality performance measures that is adopted should
be made available to all users — public and private payors, regulatory and accrediting entities,
and consumer organizations. Standardizing quality measurement at the national level provides
the greatest opportunity for improvement and public accountability by focusing national
attention on the same priority areas and permitting comparisons among hospitals on the same
performance measures. Such a system will also likely reduce conflicting or competing
measurement information, and help streamline hospital data collection and reporting, greatly
minimizing the inefficient and costly process of providing different information to different
organizations, and regulatory bodies.

A preliminary set of recommendations is expected to be discussed at a June 20, 2006
HQA meeting. The FAH hopes that the HQA will reach consensus on a detailed plan by the end
of this year. Until that plan is developed, however, FAH, as well as HQA, are not in a position
to recommend whether or how CMS should build a hospital data infrastructure. The FAH, for its
part, urges CMS to work closely with HQA in developing an appropriate data infrastructure.

4. Reducing Lag Time Between CMS Receipt of Data and CMS Ability to
Provide Feedback.

CMS has requested comments on how to reduce the lag time between its receipt of data
and its ability to provide feedback to hospitals. After carefully reviewing CMS’ proposed
policies, the FAH concludes that none of the options presented are acceptable. If CMS’
objective is to reduce the lag time in order to provide feedback to hospitals on their performance,
the FAH believes that it currently does not take the nine full months that the Proposed Rule
states it does. Vendors can, and do, often provide feedback to hospitals on their performance at
the times they collect and submit the quarterly data, about four to five months after the discharge
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occurs. Although the data have not gone through full validation at that point, the feedback is
generally reliable and it is of great assistance to the hospitals receiving it.

The FAH does not believe that monthly submissions make sense. The amount of
administrative time involved would be extremely burdensome to hospitals, and frankly, would
leave fewer resources to actually work on improving quality. While some hospitals submit
quality data on a monthly basis to JCAHO, this is not necessarily the norm, and many hospitals,
most likely the ones that could least afford it, would be forced to spend inordinate amounts of
time submitting data on almost a constant basis. Shortening the data submission period is not a
workable option. Hospitals need time to prepare the information for submission and cannot be
placed under even more demanding deadlines in this process. The number of agencies to which
hospitals report data is growing and hospitals are significantly burdened already.

Elimination of the validation appeals process would also hurt, rather than help, hospitals
in their pursuit of higher quality of care. Hospitals believe that the validation appeals process is
important, and a vital piece of the process. Given the increasing magnitude of Medicare dollars
at stake, hospitals must have every opportunity to pursue legitimate appeals.

5. Incentive Methodology.

The FAH believes that linking payment to quality of performance is a relatively nascent
concept with little real world experience on a proven platform. The FAH believes that initial
efforts to implement value based purchasing should be incremental, recognizing the limits of
what we as an industry collectively understand about the underpinnings and design of such a
system. The design of any such system must also be flexible enough to change relatively quickly
without disrupting hospital, vendor or CMS operations. The program should also be adjustable,
as needed, based on periodic evaluation, to ensure the design is meeting the overall goal of
incentivizing top quality performance.

An equitable share of incentives should be directed toward demonstrating improvement.
Hospitals with the lowest quality scores should not be punished under the system, at least at its
inception, if such hospitals can demonstrate improvement over a reasonable period of time. In
addition, the FAH believes that the incentive (as well as the penalty) structure should be
transparent, administratively simple, and predictable for all hospitals. Also, there should be a
direct link between the incentive (and penalty) payments and the clinical performance that is
being measured.

Financial incentives (and penalties) should also be modest, yet adequate to produce the
desired changes. Incentives and penalties should exist over a fairly broad spectrum of
performance, so that those facilities at the lower end of performance can improve modestly and
be rewarded, those in the middle can move higher and be rewarded and those starting out at the
upper end may also have incentives in their future. By the same token, penalty payments or
disincentives should also be gradual and should not produce “cliff” effects in terms of either
incentive or penalty payments. Sharp divisions between quality categories, leading to overly
harsh penalties or'unrealistic incentives could produce such “cliff” effects and encourage gaming
and other undesirable behavior.
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The FAH believes that all Medicare funds designated for rewarding quality performance
should be fully allocated back to hospitals. A program designed to reward hospitals for
improving quality should not become a cost cutting mechanism. Rather, it should be a modest
redistribution to higher quality performers from providers that are not making the effort and/or
achieving the results of quality improvement.

The FAH also recommends that any value based purchasing system’s implementation be
synchronized with other federally mandated system changes that affect hospital payment (e.g.,
HIPAA, coding changes, etc.).

Regarding the use of composite scores for reporting or payment, the FAH believes such
measures should be subject to the consensus development process of the National Quality Forum
and have the support of the HQA.

6. Public Reporting.

FAH members have been leaders in hospital public reporting since the HQA voluntary
reporting effort was launched in December 2002. No additional stimulation to publicly report is
necessary. FAH members recognize that public accountability of their quality performance is
necessary and important and they are committed to remaining active participants.

7. Hospital Acquired Infections DRG Adjustment.

Section 5001 (c) of Pub. L. 109-171 requires the Secretary to implement, beginning
October 1, 2008, a change in DRG payments that would reimburse hospitals for select DRGs
with complications or comorbidities (CC) at the DRG rate without complications or
comorbidities. By October 1, 2007, the Secretary is required to identify at least two conditions
that meet the following criteria:

o high cost or high volume or both
o results in a higher payment DRG when a secondary diagnosis is present

o the higher payment DRG could have been prevented through the
application of evidence-based guidelines.

To implement this provision, Pub. L. 109-171 requires hospitals to submit the secondary
diagnoses that are present on admission when reporting payment information for discharges on
or after October 1, 2007.

a. Secondary diagnosis present at admission is not readily available.

The National Uniform Billing Committee approved the UB-04 paper claim and
data set as the replacement to the existing UB-92 paper form in February 2005. The UB-04
supports the ability to report whether a particular diagnosis code was present at the time of
admission or whether it occurred subsequent to admission. While there is currently a data
limitation with the current version of the electronic institutional claim, the ANSI X12N 837, the
upcoming 5010 version of the electronic standard is being designed to support the indicator. As
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hospitals are required to use the 5010 under HIPAA, virtually all hospitals are scheduled to begin
including this data field tentatively in the 4™ quarter of 2009, fully two years affer the required
reporting date contained in Pub. L. 109-171. Following this schedule, the earliest that CMS
could implement a change in DRG payments would be October 1, 2010 (FY 2011).

b. National guidelines needed.

Currently there is no standard set of definitions or guidelines to follow when
coding the present on admission indicator on the Medicare billing form. The cooperating parties
for the publication Coding Clinic for ICD-9-CM have been developing such guidelines which
are expected to become available October 1, 2006. Until such guidelines become available and
are field tested, we cannot evaluate the reliability or validity of the information reported on
secondary diagnosis. This analysis is necessary before the data can be used for payment
purposes addressing hospital-acquired infections.

c. Major education and system changes necessary.

To help ensure that the data collected on secondary diagnosis upon admission is
accurate, it will be important for those coding the information to be trained to reliably interpret
the national guidelines. Hospitals will also need to make necessary changes to their coding and
billing systems to ensure appropriate assignment and data capture. Again, the industry is unsure
at this time how this indicator can be incorporated into operations and then provided to CMS on
electronic claims by 10/1/07. CMS must allow adequate time for hospitals to conduct training
and programming changes before implementing Section 5001 (c).

8. Financial Impact Is Unpredictable Given Simultaneous and Significant DRG
Reform.

The Proposed Rule also suggests significantly changing the current DRG structure, by
implementing consolidated severity adjusted (“CSA”) DRGs no later than FY 08. CMS needs to
explicitly articulate how the payment provisions of Section 5001 (c) will be implemented under
CSA DRGs. If the current DRG structure continues, CMS needs to clarify under what
conditions hospitals will receive the lower DRG payment when more than one complication or
comorbidity is recorded on the billing form.

IV.C. SOLE COMMUNITY HOSPITALS (“SCHs”) AND MEDICARE DEPENDENT
HOSPITAL (“MDHSs”).

3. SCH/MDH Changes In Qualification Status.

The sole community hospital (SCH) designation was established by Congress to identify
and assist hospitals that are geographically isolated and financially vulnerable. The FAH agrees
that hospitals that do not maintain the qualification criteria should not retain SCH designation.
However, the FAH contends that the proposed reporting requirements and penalties should be
revised to be consistent with the intended purpose of the SCH program. We agree that a hospital
which qualifies by being located more than 35 miles from another “like hospital” is likely to be
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aware when a new facility opens within a 35-mile radius. However, we believe that hospitals
will encounter great difficulty in monitoring ongoing compliance with other SCH qualification
criteria.

Certain other qualification criteria are more complicated and more difficult for hospitals
to monitor. For example, to qualify under 42 C.F.R. § 412.92(a)(1)(i), hospitals would be
required to access data on inpatient admissions at other area hospitals, and would likely have to
obtain this information from state hospital associations or their fiscal intermediaries. This is
burdensome at best, and may also not be an accurate up to date source of information in some
cases. Likewise, a hospital that qualifies for SCH status because a nearby provider is not a “like
provider” is likely to be unable to ascertain if and when the nearby hospital exceeds the eight
percent (8%) threshold which would then qualify that provider as a “like hospital.” Again, this
creates a significant burden on SCH hospitals, which such hospitals may not be able to satisfy.

Also, hospitals should not be expected to and cannot monitor and know when and for
how long there may have been prolonged severe weather conditions that closed area roads, and
thus to know whether they continue to qualify under §412.92(a)(1)(iii) or (a)(2). Similarly, it is
unreasonable to expect hospitals to monitor and know whether traffic patterns or posted speed
limits in a particular region have changed such that they no longer qualify under §412.92(a)(3).
CMS should be required to keep track of these items and notify intermediaries and/or providers.

The FAH believes, therefore, that CMS should continue to bear the responsibility for
determining and verifying SCH status with its fiscal intermediaries, at least in every
circumstance except where a hospital qualifies by being more than 35 miles from another “like
hospital.”

The FAH also has concerns about the proposed timetable for canceling SCH status when
a hospital self-reports. Losing SCH status could result in a severe financial impact to a hospital.
Thirty days does not provide a hospital with adequate time to plan for such a payment reduction.
Instead of a 30-day timetable, we recommend revoking SCH status for hospitals that self-report
as of the later of six (6) months after the change/report or the start of the hospital’s next cost
reporting period.

The FAH also is concerned about the proposed establishment of a retroactive penalty in
cases where a hospital fails to immediately notify CMS that it no longer meets the SCH
qualification criteria. Based on the difficulties described above in accessing qualification
criteria, the FAH believes that these penalties should apply only in circumstances where a
hospital loses SCH status because a “like provider” has opened within 35 miles. To apply such
retroactive penalties in other cases would be overtly punitive where the hospital has done what it
reasonably can do to assess its status and has not acted otherwise inappropriately in any manner.

As a protective measure to SCHs, the FAH also encourages CMS to specify that
“specialty hospitals” (such as those specializing in cardiac surgery/care or orthopedic surgery) be
excluded from potential designation as a “like hospital.” A specialty hospital could presumably
meet or exceed the § percent inpatient days threshold, even though it could be an entirely
different type of hospital than the neighboring SCH, and serve an entirely different community
need.
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Pursuant to the Proposed Rule, new reporting requirements also are being imposed on
MDHs. Among these new requirements is a “self-reporting” requirement that an MDH will be
responsible for reporting any material change in status or risk sudden loss of MDH status and/or
penalties.

One of the items that MDHs are being asked to monitor and report falls under 42 C.F.R. §
412.108(a)(1)(iii}(C), and requires MDHs to report if they no longer can demonstrate that at least
sixty percent (60%) of the hospital’s inpatient days or discharges were attributable to individuals
receiving Medicare Part A benefits during “at least two of the last three most recent audited cost
reporting periods for which the Secretary has a settled cost report.”

Clearly, with regard to this item, the fiscal intermediary, and thus, the Medicare program,
will know about the provider’s inability to meet this qualification criterion long before the
provider. The determination is based on audited, settled cost reports; the provider could only
know what it filed, not what ultimately was allowed by the intermediary after reviewing
Medicare program logs.

The FAH believes that on this one item, a strict reporting requirement creates an unfair
burden for MDHs to monitor events that are not within their control. The FAH, therefore,
requests CMS to omit entirely from any final rule all self-reporting requirement(s) as they apply
to circumstances arising under 42 C.F.R. § 412.108(a)(1)(iii)(C).

IV.G. GEOGRAPHIC RECLASSIFICATION

4, Urban Group Hospital Reclassifications.

The FAH applauds CMS's decision to modify its regulations so that urban counties within
a Core-Based Statistical Area ("CBSA") will be deemed to have met the proximity requirement
for urban group reclassifications. With this regulatory change, urban county group
reclassifications between Metropolitan Divisions in a CBSA will be allowed in addition to urban
county reclassifications within a Combined Statistical Area ("CSA").

Despite CMS's statements that it sought to allow urban group reclassifications and to
leave unchanged their right to reclassify after the revisions to geographic areas that had been
adopted in FY 2004, CMS's limitation of such reclassifications to those counties within CSAs
had effectively excluded one group of hospitals, those located in Palm Beach County, Florida,
from being able to reclassify to the Fort Lauderdale-Pompano Beach-Deerfield Beach, FL
Division of the Miami CBSA. Last year, in its comments to the IPPS proposed rule for FY 2006,
the FAH, among others, urged CMS to make the change that it has made this year. The FAH is
very pleased that CMS carefully considered the comments that were made and has agreed to
make this change. In making this change, CMS commented that the "proximity standard for
group reclassifications is intended to allow all of a county's hospitals to reclassify to an adjacent
area where there is sufficient economic integration that there can be an expectation that both
areas are competing in a similar labor market area." CMS stated that it agreed that there was
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sufficient economic integration within a CBSA, so that urban county reclassifications within a
CBSA, as well as a CSA, should be permitted. (71 Fed. Reg. at 24109-110).

Based on the above-stated policy considerations, there is no reason why the hospitals of
Palm Beach County should not have been eligible to reclassify for FY 2007. However, because
CMS is only now making the necessary regulatory change, these hospitals have lost their chance
to reclassify. The hospitals of Palm Beach County did file a timely group request for
reclassification for FY 2006, but it was denied. Because the deadline for submitting a group
reclassification application for FY 2007 was September 1, 2005, it is now too late for the
hospitals to benefit from CMS's recognition of the appropriateness of modifying the pertinent
regulation.

Accordingly, the FAH requests that CMS exercise its broad authority and discretion to
allow for a one-time reclassification for Palm Beach County hospitals to the Fort Lauderdale-
Pompano Beach-Deerfield Beach, FL Division of the Miami CBSA for FY 2007. CMS has
exercised such authority before. For example, CMS allowed certain hospitals whose
reclassification applications had been denied to benefit from the wage index which they would
have been assigned if those requests had been granted, because it recognized that certain criteria
that had been in effect were no longer appropriate. In making this exception, CMS stated:

In light of the fact that the standardized amount criteria are no
longer appropriate, we believe it would be appropriate to make an
adjustment to the hospital's wage index by assigning, to hospitals
that were unable to reclassify in applications for both FY 2004 and
FY 2005, the wage index for the MSA requested in the FY 2004
and FY 2005 group application. Section 1886(d)(5)(I)(i) of the Act
provides the Secretary with broad authority to make adjustments
and exceptions under the IPPS. Specifically, the section provides
that the **Secretary shall provide by regulation for such other
exceptions and adjustments to such payment amounts under this
subsection as the Secretary deems appropriate." Under this unique
circumstance, in the May 18, 2004 proposed rule, we proposed to
exercise the broad authority under section 1886(d)(5)(I)(i) of the
Act, to make an exception to the assignment of wage index value
for certain hospitals that failed to reclassify as a group under Sec.
412.234 for FY 2004 and FY 2005.

69 Fed. Reg. at 49104. The FAH requests that CMS exercise its authority in the similar situation
presented here.

5. Effect of Change of Ownership on Urban County Group Reclassifications (88§
412.230,412.234, and 489.18).

Pursuant to 42 C.F.R. § 412.234(a)(1), for urban hospitals seeking redesignation as a
group to another urban area, all hospitals in the county must apply. Redesignations granted
pursuant to this provision last for three years, in accordance with 42 C.F.R. § 412.274(b)(2). The
FAH understands that it is CMS's position, though not specified in the applicable regulations,
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that a new provider in a county that has applied for and obtained redesignation, cannot benefit
from the group reclassification, but will receive the wage index of the geographic area where that
hospital is located. Further, we understand that it is CMS's position that a second group
application, which could include the new hospital, cannot be submitted until the three years has
expired from the MGCRB's original grant of redesignation. We understand that this unpublished
policy applies both to newly-constructed hospitals, as well as hospitals with new ownership that
have applied for a new Medicare provider number, rather than assume the provider number of
the seller.

In its comments on the IPPS proposed rule for FY 2006, at page 40, the FAH stated its
opinion that such a policy is unfair to new hospitals, putting them at a competitive disadvantage
with the other hospitals in the county. Since such reclassifications last for three years, a new
hospital will be forced to accept a wage index lower than all other hospitals in its area for up to
the three year period. This policy is inconsistent with the policy pertaining to the situation where
all hospitals in a State seek a statewide wage index redesignation. In that situation, pursuant to
§ 412.235(b)(2), any new prospective payment system hospital that opens in the State during the
effective period of an approved statewide wage index reclassification will be designated to
receive the statewide wage index for the duration of that period. The FAH urged CMS to
reconsider its policy preventing new hospitals from joining existing urban county group
reclassifications, or, at a minimum, to explain the reasons for its policy and include it in the
regulations.

CMS failed to address this comment in the Final Rule for FY 2006. However, in the
Proposed Rule for FY 2007, at p. 24110, CMS states that a new hospital, though prevented from
individually reclassifying until it accumulates at least one year of wage data, may join a group
reclassification with all other hospitals in its county. In stating this policy, CMS indicated its
belief that allowing group applications would be unfair to new hospitals because it would put
them at a competitive disadvantage with other hospitals in the county by forcing the hospital to
accept a lower wage index than all other hospitals in the county with which it competes for labor.

While CMS thus recognized that new hospitals should be allowed to join urban county
group reclassifications, under existing policy, its pronouncement will only be effective for new
hospitals who begin operations at the same time that the urban county is submitting its
application for a group reclassification. It does not appear that new hospitals would be able to
join an urban county group reclassification that is already in effect, until such time as the 3 year
period of the reclassification expired. The FAH requests that CMS modify its regulations to
allow for new hospitals to immediately benefit from urban county group reclassifications or
otherwise explain why existing regulations would allow for that to occur.

6. Requested Reclassification for Hospitals Located in a Single Hospital
MSA Surrounded by Rural Counties.

CMS is seeking comments on the request by one commenter that CMS should change
urban county group reclassification regulations so that a hospital in a single hospital MSA
surrounded by rural counties would be able to reclassify to the closest urban area that is part of a
CSA located in the same State as the hospital. There are three particular aspects of this request
on which CMS has sought comment:
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1. Should a hospital in a single hospital MSA be permitted to reclassify, when in fact
its wage index directly reflects the wages that it pays?

2. Should some increased wage index be allowed for a hospital that is located in an
urban county entirely surrounded by rural counties and within a modest distance of a number of
hospitals that have received one form or another of special payment status relating to their rural
locations?

3. Should a hospital be allowed to reclassify to a labor market area that is further
away than other, closer urban market areas?

The FAH believes that making an exception for the hospital addressed here would be an
unnecessary expansion of the geographic reclassification provisions. In particular, the FAH
notes that it believes that it would be inappropriate to allow for reclassification to another area
for a hospital that is paid based solely on its own wages and agrees with CMS that the wage
index is operating with substantial precision in this case. The FAH also is not comfortable with
the idea that an urban hospital could be allowed to reclassify to a labor market area that is farther
away than closer urban market areas.

The FAH believes that reclassifications are justified when there is support that a hospital
is an integral part of the labor market to which reclassification is sought. Where a hospital is the
sole hospital in the labor market MSA or where a hospital seeks to reclassify to a MSA further
than the nearest MSA that is outside the existing mileage criteria, there is little likelihood that
such hospital is an integral part of those labor markets. In this situation, the FAH does not think
that the hospital is competing for staffing with these distance areas.

In regard to the second question posed above, the FAH is not unsympathetic to the
situation described of a hospital that is surrounded by rural hospitals that have all received
special payment status. The FAH might support some accommodation that was particularized to
this situation, but it believes that the suggested solution, which would allow the hospital to
reclassify to a distant area, is not appropriate. However, we believe that CMS should solicit
comments on such a proposal prior to implementation.

IV.H. GRADUATE MEDICAL EDUCATION

1. Background.

FAH notes that intermediaries (and certain software programs) apparently continue to use
the initial residency periods (“IRP”) set forth in the August 30, 1996 Federal Register. 61 Fed.
Reg. 46,166, 46,210 (Aug. 30, 1996). For all podiatry residency programs, CMS set forth an IRP
of two years in the August 30, 1996 Federal Register. Id. However, the Council on Podiatric
Medical Education (“CPME”) has recognized since at least 2003 that there are two types of
podiatry programs: a two year Podiatric Medicine & Surgery (“PM&S”)-24 program and a three
year PM&S-36 program. See www.cpme.org. Significantly, according to 42 C.F.R. Section
413.79(a)(7), the IRP for any podiatry program is the minimum number of years of formal
training established by the accrediting agency, i.e., CPME. Thus, the IRP for PM&S-36 should
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be three years and not the two years listed in the August 30, 1996 Federal Register. With respect
to setting the IRP, FAH requests that CMS direct all intermediaries to use the most up-to-date
information on the length of the relevant training programs as set forth by the relevant
accrediting agencies.

2. Determination of Weighted Average Per Resident Amounts for Merged
Teaching Hospitals.

a. FAH generally supports the proposal to compute a merged average per
resident amount (“APRA™) using data from the most recently settled cost reports of hospitals that
experience a merger. However, FAH believes that both the three-step methodology set forth on
page 24112 (middle and right columns, especially the “example” provided in step 2) and the
specific example provided on pages 24112-24113 should be clarified in several respects. First,
FAH suggests that CMS indicate the date of the merger. Second, FAH suggests that CMS
clearly indicate the pre-merger fiscal year ends of the hospitals in the merger and also indicate
specifically the fiscal year end of the latest settled cost report for each such hospital. Finally,
FAH requests that CMS expressly note the effective date of the updated/merged APRA for the
surviving hospital. See infra section IV.H.2.b. :

b. Additionally, FAH believes that mergers can often involve certain
complicating factors that are not addressed in the Proposed Rule (or in the example). For
instance, CMS should indicate its view of how specifically to address a merger that occurs in the
middle of the surviving teaching hospital’s fiscal year. Would that surviving teaching hospital
have two APRAs in the year of the merger (one pre-merger and one post-merger)? Or, would
the merged APRA only become effective with the start of the fiscal year subsequent to the
merger?

C. FAH requests that this latest CMS policy on the treatment of merged
hospitals’ APRAs be expressly included as a provision in the text of 42 C.F.R. Section 413.77.
This latest version of the merged hospital policy sets forth detailed instructions and guidelines
and crystallizes longstanding policy that has not previously been set forth in the regulations (or
anywhere except the Federal Register preambles). FAH believes it would be more appropriate to
set forth the merged APRA (and merged full time equivalent cap) policy in the text of the
regulation.

d. In the proposed method of calculating the weighted APRA for merged
teaching hospitals, the intern and resident full time equivalents (“FTEs”) for primary and non-
primary programs of the teaching hospitals are suggested to be the sum of Lines 3.07, 3.08 and
3.11 of the hospital’s most recently settled Medicare cost report, CMS 2552-96, Worksheet E-3,
Part IV) (Step 1). 71 Fed. Reg. at 24112 (middle column). However, the FTE counts reported
on these lines are for the one current year only. For merged teaching hospitals, FAH believes
that a more accurate and appropriate methodology would use the three year rolling average FTE
count in the most recent settled cost report. In the merger of two existing teaching hospitals, the
proposed use of a one year FTE count methodology is not appropriate (or most accurate) because
existing teaching hospitals are reimbursed for direct GME based on the 3 year rolling average of
weighted FTEs for primary and non-primary programs. The current year’s weighted FTE count
represents only one of the 3 years required in the rolling average calculation and used for
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ultimate GME reimbursement. Thus, FAH proposes that CMS use the FTE counts on lines 3.16
3.22 for purposes of developing the weighted, merged APRA. These lines set forth the actual
FTE counts (after rolling average and exceptions to the rolling average) that are used for
reimbursing GME to the merged hospitals on their latest settled cost reports.

e. In a merger of an existing teaching hospital and a new teaching hospital
(still exempt from the rolling average), the new teaching hospital will have a zero FTE count
reported on Lines 3.07 and 3.08 because the resident counts are required to be reported on Lines
3.16 and 3.22. In addition to the reasons set forth in paragraph D above, FAH believes that in
this situation using Lines 3.16 and 3.22 is necessary to accurately and fairly capture all of the
resident FTE counts for all parties to the merger and will result in a more representative APRA
for the merged hospitals.

f. FAH believes that the post-merger weighted APRA for merged hospitals
should be split into two separate APRAs (primary and nonprimary) if any of the merged
hospitals has separate pre-merger primary and nonprimary APRAs. FTE counts for primary
programs are still required to be reported separately from non-primary programs even if a
hospital does not have different primary and nonprimary APRAs. FAH believes that unless and
until the separate reporting of FTE counts is revised into a single FTE count, it is not particularly
administratively convenient to apply a single APRA for merged hospitals. Further, existing
hospitals with two APRASs are allowed to continue using two APRAs whereas merged hospitals
with two APRAs are required to use a single APRA. This might result in unequal treatment and
may end up being inaccurate especially if the surviving hospital’s mix of primary and
nonprimary residency programs changes significantly (compared to the pre-merger mix for any
or all of the hospitals involved in the merger). Essentially, the use of two APRAs post-merger
results in more accurate reimbursement than a single APRA. FAH requests CMS to reevaluate
the proposed single APRA for merged hospitals.

3. Resident Time Spent in Nonpatient Care Activities as Part of Approved
Residency Programs.

FAH urges CMS to modify or rescind its “clarification” in the Proposed Rule that
excludes medical resident time spent in didactic activities in the calculation of GME and indirect
medical education (“IME”) payments. The Proposed Rule cites journal clubs, classroom
lectures, and seminars as examples of didactic activities that must be excluded when determining
the FTE counts for all IME payments (regardless of setting), and for DGME payments when the
activities occur in a nonhospital setting, such as a physician’s office or affiliated medical school.
The stated rationale for the exclusion of this time is that the time is not “related to patient care™.

This previously unpublished position is in stark contrast to CMS’s position as recently as
1999, at which time the Director of the Division of Acute Care wrote in correspondence that
patient care activities should be interpreted broadly to include “scholarly activities, such as
educational seminars, classroom lectures . . . and presentation of papers and research results to
fellow residents, medical students, and faculty.” [September 24, 1999 Letter from Tzvi Hefter,
Director, Division of Acute Care to Scott McBride, Vinson & Elkins]. FAH concurs with the
CMS’s 1999 position. The activities cited in the 1999 letter and cited again in the “clarification”
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are an integral component of the patient care activities engaged in by residents during their
residency programs.

There are very few residency experiences that are not related to patient care activities.
The learning model used in graduate medical education is the delivery of care to patients under
the supervision of a fully-trained physician. Everything that a resident physician learns as part of
an approved residency training program is built upon the delivery of patient care and the
resident physician’s educational development into an autonomous practitioner.

To exclude the resident time spent in case conferences, lectures, journal clubs, and other
didactic activities for IME reimbursement would have a significant financial impact upon many
teaching hospitals. FAH members have invested a significant amount of financial resources in
developing conference rooms, classrooms, computers, and audiovisual equipment in order to
provide an excellent teaching environment for resident physicians. This is frequently the setting
in which residents learn how to use the electronic medical record, the digital imaging systems,

" the maternal-fetal monitoring systems and how to better manage patient care through the use of
new technology.

FAH teaching hospitals are also financially responsible for expenses associated with
sending resident physicians to seminars and other training sessions outside of the teaching
hospital setting. The typical per resident amount does not cover the cost of the resident’s salary
and benefits. Further, teaching hospitals are also required to compensate the nonhospital sites for
resident teaching time at these sites in order to receive IME and GME payments for nonhospital
rotations. If teaching hospitals, however, are no longer able to claim the time spent in these
educational activities, how will they be able to continue to fund these important components of
the graduate medical education process? The community hospitals will likely be unable to afford
to continue funding graduate medical education.

Significantly, FAH would also like to point out the increased burden that will be created
to residents and to teaching hospitals in documenting and tracking the time spent in didactic
sessions — time that could have been spent in caring for patients. To require further
documentation upon a group of young physicians who are already overburdened with paperwork
and long work hours, adds no value to patient care, the educational process, or the ability to
encourage students to enter the field of medicine. FAH believes that CMS’s “clarification” will,
in fact, increase the documentation burden by requiring hospitals/residency programs to track
didactic time in large part because CMS has never previously formally published any policy on
didactic time. Thus, FAH respectfully suggests that CMS is not clarifying policy but is instead
setting forth a new policy for the first time.

IV.J. EMTALA

1. General Comments

The Proposed Rule also includes proposals by CMS to revise the EMTALA regulations.
The proposals are based upon recommendations made to CMS by the EMTALA Technical
Advisory Group (“TAG”). The FAH supported the establishment of the TAG as part of the
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Medicare Modernization Act of 2003. The FAH has submitted testimony to the TAG and looks
forward to participating in its future work.

Although the TAG’s work is not yet complete, we support CMS’ consideration of the
TAG’s recommendations as they are issued. We applaud CMS’ decision to propose regulatory
policies adopting these important TAG recommendations and urge CMS to continue to work
with the TAG to address problems as they are identified so, where appropriate, EMTALA
policies can be improved at the earliest opportunity. By working together, CMS and the TAG
can clarify hospitals’ obligations under EMTALA and ensure greater access to emergency health
care services for all patients.

3. Definition of “Labor”

The EMTALA TAG recommended that the regulatory definition of “labor” be revised to
permit certified nurse-midwives and other qualified medical personnel to certify false labor.
Specifically, CMS proposes to revise the regulation at 42 C.F.R. § 489.24(b) to state that, “A
woman experiencing contractions is in true labor unless a physician, certified nurse-midwife, or
other qualified medical person acting within his or her scope of practice as defined in hospital
medial staff bylaws and State law, certifies that, after a reasonable time of observation, the
woman is in false labor.”

The FAH supports CMS’ proposed revisions to this regulation. Such an approach
recognizes the diverse nature of hospital bylaws which are based upon particular scopes of
practice governed by state laws and regulations. Moreover, this change provides hospitals with
the staffing flexibility that will help ensure necessary access to critical obstetrical services,
particularly in rural and other areas where it may be difficult to recruit physicians.

4, Application of EMTALA Requirements to Hospitals without Dedicated
Emergency Departments

The TAG recommended that hospitals with specialized capabilities should be required to
accept transfers under EMTALA regardless of whether they have a dedicated emergency
department. The TAG received testimony that physician-owned limited service hospitals often
seek to avoid such transfers when they do not operate a dedicated emergency department by
arguing that EMTALA does not apply to them. FAH is pleased that CMS has accepted the
TAG’s recommendation by proposing to modify the regulation at 42 C.F.R. § 489.24(f) to
specify that any participating hospital with specialized capabilities or facilities, even those
without a dedicated emergency department, may not refuse to accept an appropriate transfer if
the hospital has the capacity to treat the individual. FAH strongly supports this proposed policy
and urges CMS to adopt this approach in the final rule. In the final rule, we also urge CMS to
provide additional guidance on the definition of “specialized capability or facilities.” It is
important to further define these terms so that EMTALA policies foster the critical involvement
of physician-owned limited service facilities that CMS expects. In this regard, CMS should also
emphasize that all physician-owned limited service facilities, even those that do not operate
dedicated emergency departments, are expected to maintain adequate on-call panels to comply
with the requirements imposed by Medicare’s Hospital Conditions of Participation.
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The FAH believes the transfer proposal is an important first step toward enhancing the
ability of every community to serve the needs of emergency patients. However, it is unlikely
that, even if finalized, this clarification will result in improved access to specialty care. Many
limited service hospitals have limited hours of operation and are not “open” for patients seven
days a week. If a physician-owned limited service hospital is closed, we are concerned that CMS
will not consider the hospital to have had the capacity to treat patients and, therefore, the patient
needing specialized services will still be cared for by the full service general hospital who has
determined that a transfer is appropriate. This emphasizes a long standing concern with
physician-owned limited service facilities: they don’t function like full service acute care
hospitals, either in hours of operation or availability of diverse service lines. Studies have shown
that these facilities on average treat less acute patients and, therefore, are not well suited to deal
with the complex emergencies that require specialized capabilities or facilities.

The current situation is clear that physician-owned limited service facilities rely heavily
on their community’s emergency services network while restricting the availability of on-call
specialty physicians to serve the community’s patients with emergency medical conditions. In
our view, physician-owned limited service facilities should be required to provide their
specialized services that they routinely offer to their patients around the clock, every day of the
year. Otherwise, their presence will continue to hinder patient access to specialty care when
those resources are not available at the community hospitals.

The truth is that those limited service facilities may not always have the ability to meet
such a requirement. In such cases, CMS should require physician-owned limited service
hospitals to have preexisting transfer agreements with any community hospital to which it may
send patients for emergency services. CMS should specify the requirements of such a transfer
agreement, which should be applied to all patients. CMS should also require physicians who
practice at limited service hospitals to support robust emergency capacity at their community
hospitals by requiring them to participate in on-call panels at those community hospitals. In
developing regulatory policies, CMS should take necessary steps to ensure all patients have
access to appropriate emergency care when they need it most.

Although supportive of CMS’ transfer proposal, we are compelled to note that the
proposal does not address the general problem of physician on-call shortages experienced by
FAH members across the United States. While the foregoing recommendations seek to address
the on-call crisis in those communities with limited service hospitals, the on-call crisis is bigger
than that and must be addressed by CMS more globally to foster and protect access to care for
Medicare beneficiaries. While the TAG is considering this issue, the FAH is concerned that any
recommendations the TAG may make to CMS will not be adequate to address what is one of the
greatest health care problems in the United States today.

IV.M. TRANSPARENCY OF HEALTH INFORMATION

The Secretary is “seeking comment on any ways in which the Department can encourage
transparency in health care quality and pricing whether through its leadership on voluntary
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initiative or through regulatory requirements. We are also seeking comment on the Department’s
statutory authority to impose such requirements.” 71 Fed. Reg. at 24121. The FAH concurs
with and supports the Secretary’s desire that all health care consumers have access to relevant
information so that they can select their health care providers and professionals based on valid
and transparent measures of quality and meaningful pricing information, in particular out-of-
pocket expenses, which insurers our best positioned to provide. For the reasons set forth below,
the FAH: (1) pledges its support and continued participation in the Secretary’s efforts and other
local, regional and national efforts to make meaningful quality of care information available to
health care consumers; (2) offers its analysis of the Secretary’s rulemaking authority on the issue
of the dissemination of pricing information; and (3) provides its continued support of voluntary
efforts to make relevant pricing information available to consumers and various initiatives that
have developed at the state level where local regulators, health care professionals, providers and,
in particular, insurers, are better positioned to determine the parameters of pricing information
provided to the mix of privately insured patients and those consumers responsible for the entirety
of their health care costs.

1. The Dissemination of Health Care Quality Information.

The FAH and its members have been at the forefront of voluntary efforts to develop
quality measures and disseminate that information meaningfully to consumers. The Hospital
Quality Alliance (HQA) was formally launched at a press conference held by several public and
private sector organizations December 12, 2002. It now includes the following groups as part of
the public-private partnership focused on voluntary public disclosure of hospital quality
performance:

AARP

AFL-CIO

Agency for Healthcare Research and Quality (AHRQ)
America’s Health Insurance Plans

American Hospital Association

American Medical Association

American Nurses Association

Association of American Medical Colleges

Blue Cross and Blue Shield Association

Centers for Medicare and Medicaid Services (CMS)
Consumer-Purchaser Disclosure Project

Federation of American Hospitals

Joint Commission on Accreditation of Healthcare Organizations (JCAHO)
National Business Coalition of Health

National Association of Children’s and Related Institutions
National Quality Forum

U.S. Chamber of Commerce

As agreed to early in the process, a primary goal of the Hospital Quality Alliance is the
creation of one set of commonly agreed upon measures that provide a broad picture of hospital
quality and that are used by purchasers, oversight organizations, health care providers, and
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consumers. An equally important goal was to establish a level of predictability for hospitals
facing competing demands to report quality performance measures by multiple stakeholders.
The FAH’s Board of Directors discussed a broad outline of the initiative at its October 2002

meeting, and agreed to support the program and encourage its members to participate.

The first publication of the “starter set” of 10 quality measures occurred in October 2003.
FAH member hospitals were well represented and recognized leaders of the initiative, and had a
disproportionately high level of participation in the voluntary reporting.

The voluntary nature of the reporting program changed with the passage of the Medicare
Modernization Act in December 2003. While still voluntary, the law allowed CMS to pay acute
care hospitals a full market basket payment beginning October 1, 2004 if they reported all 10
quality measures before that time. On October 1, 2005, 96 percent of all inpatient PPS hospitals
qualified to receive full market basket payment for FY 06 based on passing a medical record
chart audit validation process at the 80 percent or higher rate of accuracy. As a consequence of
section 5001 of the Deficit Reduction Act of 2005 (DRA), the Secretary was authorized to
increase the number of quality measures that hospitals must report to procure the full market
basket payment increase and, effective with fiscal year 2007, a hospital that fails to report such
information will lose two percent of any such increase. Hospitals have more than sufficient
incentive to report relevant quality measure information. The DRA also includes a provision
under which the payment a hospital receives for certain DRGs will be reduced when a patient
contracts an infection while in the hospital.

Since first publishing the quality data in October 2003 on a CMS website intended for
health care professionals, CMS led efforts to identify ways to communicate the same clinical
information to the general public in a meaningful way. On April 1, 2005, Hospital Compare was
launched at a press briefing held by leaders of the initiative, including Dr. Mark McClellan,
Administrator of CMS. At that time, Hospital Compare included two quarters of 2004 data on
the ten initial measures and one quarter of 2004 data on seven additional measures included in
the AML, heart failure and pneumonia measure sets. Since then, Hospital Compare has been
updated twice; in March 2006 it was updated to include the first two quarters of 2005 data.
Twenty-two measures are currently reported to CMS and twenty of them are reported on
Hospital Compare.

The FAH actively supports CMS’s efforts with Hospital Compare. The quality
information provided to Medicare beneficiaries is directly relevant to the very personal choices
they make in selecting their health care providers and, ultimately, their health care professionals.
The FAH looks forward to assisting in further improvements to this valuable tool by making the
information therein more understandable and relevant to all those in need of health care services.

2. CMS’s Rulemaking Authority to Require the Production and
Dissemination of Pricing Information by Hospital.

The FAH does not question CMS authority to publish Medicare payment rates at a
hospital specific level. That is one alternative identified in the proposed rulemaking. In fact,
that alternative was implemented by CMS on June 1, 2006 with the publication of Medicare
pricing information for 30 common procedures by hospital aggregating all Medicare payments
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applicable to that hospital, including any patient copayments. CMS also published the average
national charge for such procedures along with the average national Medicare payment. While
the publication of this information may be desirable for some, for example as a benchmark for
comparative purposes, it has limited, if any utility in other contexts.

As a practical matter, Medicare beneficiary out-of-pocket costs have no correlation to
anything based on inpatient DRG or outpatient APC payments. A Medicare beneficiary’s co-
payments are fixed for virtually all services provided on an inpatient and outpatient basis. Thus,
the information has limited value for the population for which CMS is directly responsible. The
information also would have limited utility to non-Medicare beneficiaries because their out-of-
pocket payments bear no relationship to DRG payments paid by CMS on behalf of Medicare
beneficiaries. Additionally, Medicare payment rates in a given market are relatively similar
amongst like hospitals in that market such that it would not provide information that would allow
consumers to shop for services. Conversely, teaching hospitals and qualifying Medicare
disproportionate share hospitals can have widely variable payment rates depending on their mix
of residents, bed size and number of low income patients being treated. As such, consumers are
likely to be unable to decipher the valid reasons for wide Medicare payment variances when
comparing prices for hospital services.

Given that CMS has elected such an option before comments were even submitted, the
FAH believes that how such pricing information is characterized by CMS on its website is vital
to ensure that the information is properly used by the public. There currently is no link
associated with this CMS payment information that educates the public about how Medicare
pays hospitals, explains the components included in the identified payments, how payments may
vary by hospital in a region that have little to do with a hospital’s efficiency, how payments may
vary for similar conditions or how the information should be used in making care choices.
Indeed, CMS does not even indicate that such payments for every hospital in the country are
established by statute or regulation and the hospitals have no control over the amount of such
payments.

The FAH has cause to be concerned with how the public will view and use this payment
information. For example, within 24 hours of publication of this information by CMS, at least
one national institute for health and tax policy, the Galen Institute, published the following
statement on its website: “There are also big pricing differentials when you drill down into the
data. ... You see that a valve replacement could cost as little as $26,600 in Schenectady, NY,
but more than $68,000 in Hardin County, KY.” Galen Institute, Transitions and
Transformations, June 2, 2006, 11:43 AM, copy provided herewith as Exhibit C. The article
intimates consumers can shop based on this information when in fact hospitals do not set these
payment rates. It is true that these payments are a cost to the Medicare program, but they do not
represent consumer costs and are not based on hospital pricing. 1If CMS desires to publish such
information it needs to make such facts clear and it needs to identify how consumers, if at all,
can benefit from this information.

While the FAH does not question CMS’s authority to publish Medicare pricing
information, the FAH does not believe that Congress has conferred any authority on the
Department of Health and Human Services or the sub-agencies there under, including CMS, to
compel hospitals to produce and identify charging information applicable to non-Medicare
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beneficiaries. The Department has various sources of rulemaking authority including the general
authority to administer the Medicare program set forth in 42 U.S.C. § 1395hh, and the limitations
set forth at 42 U.S.C. § 1302, and specific authority conferred by Congress for new initiatives
under the Medicare program.

We can find no support in the general authority under sections 1302 or 1395hh that
would allow the Secretary to compel hospitals to release non-Medicare pricing information to the
general public. Section 1302 is a general grant of authority to the Secretary to administer federal
health programs, but contains special requirements for any rulemaking efforts that have a
significant impact on a substantial number of small rural hospitals. The true source for the
Secretary’s rulemaking authority under Medicare is set forth at section 1395hh, the section the
Secretary almost universally cites for its rulemaking authority, including for example, the
Medicare conditions of participation. Section 1395hh provides in relevant part:

(a)(1) The Secretary shall prescribe such regulations as may be necessary to carry out
the administration of the insurance programs under this title. When used in this title, the
term "regulations" means, unless the context otherwise requires, regulations prescribed
by the Secretary.

(a)(2) No rule, requirement, or other statement of policy (other than a national coverage
determination) that establishes or changes a substantive legal standard governing the
scope of benefits, the payment for services, or the eligibility of individuals, entities, or
organizations to furnish or receive services or benefits under this title shall take effect
unless it is promulgated by the Secretary by regulation under paragraph (1). [Emphasis
added.]

Under section 1395hh the Secretary’s authority to issue rules is limited to only those
necessary to carry out the administration of the federal insurance programs. Those functions
subject to a formal rulemaking requirement include the items contained in section 1395hh(a)(2),
none of which could be read to require the publication of information by hospitals that is
designed to benefit persons that are not beneficiaries of the federal insurance programs over
which the Secretary has authority. Thus, the Secretary’s suggestion in the Proposed Rule that
Medicare conditions of participation could be modified to require hospitals to publish non-
Medicare payment data does not fall under the ambit of authority conferred by section 1395hh.
Indeed, such a position by CMS would arguably diminish access for Medicare beneficiaries to
otherwise qualified providers because of a participation criteria that does not even benefit
Medicare beneficiaries.

While Congress could certainly legislate to require hospitals to produce pricing
information unrelated to federal program beneficiaries, it has not yet chosen to do so. For
example, section 5001(a)(3) of the DRA requires the Secretary to report cost of care information
associated with Medicare on its website, which is arguably satisfied by the Secretary’s June 1,
2006 publication of hospital Medicare payment rates.

The FAH believes that the best path to pursue on price transparency is a blend of

voluntary public-private initiatives at the national level with existing and evolving local industry
efforts and, importantly, an increasing number and variety of programs at the state level. All of
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these activities should be carefully monitored before decisions, which could disrupt this
marketplace of ideas, are made on whether and how to intervene at a national level.

3. Voluntary and State Efforts to Provide Meaningful Pricing Information to
Consumers.

Currently there is considerable interest and public discussion concerning hospital and
physician charges and whether these charges can be easily understood by patients. The questions
arise principally due to the large number of separate items and services with charge amounts —
for example, hospitals’ charge masters typically include more than 25,000 items — and because
billed charges reflect gross amounts that do not reflect the discounts received (or imposed) by
public and private insurers. Interest in charge levels is particularly high from two perspectives:
the uninsured (especially the low-income uninsured) and individuals enrolled in high deductible
plans like HSAs and HRAs.

In response to the plight of the uninsured and low income patients with insurance
(including Medicare beneficiaries), members of the FAH were the first in the country to work
through the significant legal issues associated with discount programs with CMS and offered
system wide discounts to those in need, some with a sliding scale that varies with income levels.
Many hospital discount programs do not charge patients at all for services when a patient’s
income falls at or below 200% of the federal poverty level or discount such services to as little as
20 percent of charges. Some hospitals base discount percentages on aggregate negotiated
managed care rates, voluntarily providing consumers access to pricing negotiated by those with
far more market leverage than individual patients, and not federally controlled and mandated
pricing levels as is the case with Medicare payment rates. Hospitals have stepped in to assist the
uninsured, but the responsibility for a remedy must be shared with a larger group that includes
employers, the government and insurers.

The FAH believes hospitals should continue to have flexibility in determining the nature
of such discounts based on local patient demographics and their ability to afford discounts. The
FAH opposes mandating discounts to the uninsured population, including those tied to Medicare
rates, because such mandates would not provide the flexibility necessary to take into account
local community needs, the hospital’s financial condition or other hospital fiduciary
responsibilities. Most hospitals provide information regarding such discount programs in their
admitting office where patient eligibility for such discounts can be determined by personnel that
are experienced in the complexities of hospital pricing. Additionally, some hospitals make such
discount program information available on the hospital’s web site.

Fueled by this interest in allowing health care consumers to shop for services, many
states, insurers, hospital associations and others are taking steps to make more user-friendly
information available to the public as revealed by an “environmental scan”, recently conducted
by FAH, of current state and insurer efforts. Key results are highlighted below.

In the late 1990s a few states, including Washington and Massachusetts, started
publishing the average “billed charges” for the most frequently occurring DRGs. It was not until
the emergence and promotion of health savings accounts (HSAs) and elevated concern about the
uninsured that a growing number of states began amending their hospital reporting requirements
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to include “price transparency” type provisions. While the accounting is incomplete, at least
seven states have recently adopted legislation intended to promote hospital price transparency
including California, Florida, Illinois, Maine, Nevada (refinement of existing law), and South
Dakota.”> Several state hospital associations have established programs to make pricing data
available including Wisconsin, Oregon and New Mexico (the latter two have licensed the
Wisconsin PricePoint program, which is discussed below).

Some of the common characteristics of these “price transparency” programs include:

e All programs target hospital inpatient services and many include hospital
outpatient and ASC services;

o A few programs exempt small, rural hospitals;

e Concerning physician services, few, if any, state reporting and disclosure
programs include physicians (but physicians are included in some insurer
programs, as noted below);

o Typically, the programs require quarterly submissions;

e Hospitals are required to submit data (“claims and encounter data for each
patient”) sufficient to enable a comparative analysis of average or median
“charges”, by DRG or procedure;

e In some programs, the “average charge” included the negotiated rates paid by
health plans;

e Most laws include broad discretionary language to allow the collection of all
“information as is necessary to enhance decision making among consumers
and health care purchasers;”

e Typically, the law provides for the inclusion of providers, etc., in the
development of the methodology for collecting, analyzing, and disclosing the

information;

e Public disclosure reports, typically web-based, included the average/median
charge for a given number (25 to 60) of DRGs;

o In same cases, charges are presented by a range — low and high;

e Averages for peer groupings, by region and state, for a particular
DRG/procedure are also usually provided;

2 There are at least five other states with legislation pending including Colorado, Georgia,
Kansas, Nevada, and Ohio.
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e All of the programs reported aggregate information, i.e., the programs
generally did not separate Medicaid, Medicare and commercial payors. The
Wisconsin Hospital Association’s “PricePoint” appears to be the only one to
show the percentage of aggregate payments to total charges for Medicare,
Medicaid, and private payor, respectively; and

e Some, not all, programs include some risk adjustment/reflection factor.
Florida, for example, allows patients to find out risk-adjusted charges for a
variety of procedures.

It is not surprising that current state reports do not include the payment rates each health
plan negotiates with the respective hospital because from the subscriber’s standpoint, the main
concern is the co-insurance and deductible (i.e., how much will I have to pay?), rather than how
much the health plan pays the hospital, since that payment “doesn’t come directly out of their
pockets.” However, it is surprising that none of these programs focuses on aspects of
transparency involving physician ownership in specialty hospitals, so that members of the public
become aware that a physician ordering a service or suggesting an admission to such a facility
has an ownership interest in the entity to which the patient is being referred. That is an important
element of transparency that should be part of any responsible program.

The Wisconsin Hospital Association’s “PricePoint” program forms the beginnings of
how a consumer-friendly and value-added program could work. It not only provides charge
information for common DRGs but also cites the average percentage of charges hospitals
actually received from Medicare, Medicaid and private payors. For example, for Providence
Portland Medical Center, payments from private insurance covered 64 percent of charges for the
year ending August 31, 2005. Reporting average and median charges for the entire admission
avoids the minute detail of charge master data. The other side of the reporting coin is quality, and
a partnership between the Wisconsin Collaborative for Healthcare Quality (WCHQ) and the
WHA, launched in May, also puts detailed quality information on the Web. Called Healthclick
Wisconsin, the site links quality initiatives sponsored by the two organizations on one site: the
WHA'’s CheckPoint and the WCHQ’s Performance and Progress Report. An uninsured patient
with access to PricePoint and local hospital discount program information could potentially make
out-of-pocket cost comparisons for common procedures. However, PricePoint may be less
useful to insured patients, including those with an HSA, because it cannot relate pricing data to
an insured patient’s out-of-pocket costs. The low cost hospital from a charge perspective may be
the more expensive provider for an insured patient because of the lack of a contractual agreement
between that hospital and the relevant insurer, or because the hospital is not a preferred provider
with the insurer.

California’s 2003 law requires hospitals to disclose the price of 25 common procedures
and their highly detailed hospital "chargemasters." This effort, however, suffers from these
problems and limitations:

o There are no standard definitions for the procedures, so prices among

hospitals aren't comparable. For example, at least one hospital included
professional fees in X-ray charges while others did not.
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¢ The chargemaster information is provided in raw, highly detailed and very
technical form. Consumers are unlikely to be able to understand even what
item or service the charge references unless they posses detailed medical
knowledge.

e Data are not posted on a website. Consumers must pay $10 to obtain the data
on CD-ROM.

¢ The chargemasters contain list prices, but such prices are rarely paid. Low-
income patients and occasionally other self-pay patients often can get
discounts.

It is also important to note that insurers are implementing a variety of ways to help
consumers make better purchasing decisions. Insurers enjoy a comparative advantage in terms
of pricing information because they maintain databases of charges and actual amounts paid for
their enrollees. Insurers are also best positioned to reveal to the enrollee the expected costs for
an entire episode of care, beyond the hospitalization. At this point, Aetna, Cigna, Humana,
PreferredOne and Healthcare Direct LLC have programs that show members their potential out-
of-pocket costs. In addition, many of these insurers also provide its members estimated market
pricing (i.e. combined plan and member costs) for certain commonly performed hospital
procedures. The Blue Cross and Blue Shield Association announced a new initiative on June 8,
2006, called Blue Distinction, promising an “unprecedented level of transparency” for
consumers. Nevertheless, to the extent many plan member’s out-of-pocket costs are capped, the
value of this pricing transparency is diminished.

In at least one key respect, the situation is similar for HSA account holders, the majority
of which use their accounts to purchase high deductible catastrophic coverage. An April 2005
survey of HSAs, commissioned by the FAH and the American Hospital Association, showed that
95 percent of enrollees had access to existing networks and negotiated rate structures with
hospitals. What that means is that, like holders of traditional insurance products, virtually all
HSA account holders can look to their insurer for comparative pricing information. However,
while the deductible amounts for such policies can fall in a range of $2000-$5000, because these
are the first dollars paid for a service, pricing information is unlikely to have as significant a
benefit to HSA holders who consume inpatient services. These first dollar high deductibles will
almost always have to be paid in full by the consumer for an inpatient stay irrespective of the
level of a hospital’s charges, which may limit meaningful shopping for those with HSA accounts
based on price. If one of the overriding goals of pricing transparency is to permit competitive
market forces to dampen healthcare inflation then the fact that HSA consumers may very well
pay their full deductible for inpatient hospital stays weakens this pricing transparency goal.

What is certainly true based on the information pooled from the efforts of insurers is that
insurers are in the best position to advise a patient about what matters most to them — their out-
of-pocket costs, and total episode of care costs. To the extent that the uninsured can become
insured, they can become better consumers armed with sufficient information to make choices
about their health care needs.

53




All of these price transparency programs are in the nascent stages of development and
will need time to work through implementation and relevancy issues. These programs are the
laboratory from which a useful pricing transparency program will evolve. They evidence a
vibrant pricing marketplace that exists now for hospital services, driven by insurers and other
payors, refuting the assertion in the proposed rule that “providers of care are not subject to the
competitive pressures that exist in other markets...” Indeed, FAH cautions against federal efforts
that would interfere with this pricing marketplace. For example, implementation of a proposal
like the Office of Inspector General’s 2003 proposed rule on charges would likely interfere with
hospital price-setting practices in the marketplace and could conceivably function as a
government-set price control. FAH stands ready to work with the Administration on a voluntary
public-private effort focusing on price transparency.

IX. LIMITATION ON PAYMENTS TO SKILLED NURSING FACILITIES FOR BAD
DEBT

Through a proposed revision to 42 C.F.R. § 413.89, CMS is implementing the DRA §
5004 mandate to reduce allowable bad debt by 30% for beneficiaries treated in skilled nursing
facilities who are not “full benefit dual eligible” as defined in 42 C.F.R. § 423.772. The FAH
notes that in response to DRA § 5004, the freestanding skilled nursing facility cost reporting
Form 2540-96 has already been revised pursuant to Transmittal 14, dated April 2006. However,
the corresponding hospital cost reporting form for distinct part skilled nursing facilities, Form
2552.96, has not been revised.

Section 5004 of the DRA states only that the 30% bad debt reduction applies to skilled
nursing facilities. There is no specific distinction made or drawn between freestanding skilled
nursing facilities and distinct part unit skilled nursing facilities.

Therefore, the FAH asks CMS to clarify its application of the proposed 30% bad debt
reduction to skilled nursing facilities in 42 C.F.R. § 413.89(h)(2) with respect to whether the
reduction applies only to freestanding skilled nursing facilities, as opposed to distinct part unit
skilled nursing facilities, or to both. If the reduction applies only to freestanding facilities, then
no further revision of the cost reporting forms is required to implement this change. However, if
the 30% reduction is to be applied to distinct part skilled nursing facilities units as well, Form
2552-96 should be revised as soon as possible, so as to minimize any necessary revisions by
providers to cost reporting information throughout the remainder of each skilled nursing
facility’s cost reporting year.

The Proposed Rule also states that the 30% reduction does not apply to beneficiaries
who, for any month, are defined as “full benefit dual eligible individuals” as defined in 42 C.F.R.
§ 423.772. The definition of a full benefit dual eligible individual means an individual who, for
any month, (1) “has coverage for the month under a prescription drug plan under Part D of Title
XVIII, or under a MA-PD Plan under Part C of Title XVIII;” and (2) “is determined [to be]
eligible by the State for medical assistance for full benefits under Title XIX for the month under
any eligibility category covered under the State plan or comprehensive benefits under a
demonstration under Section 1115 of the [Social Security] Act. (This does not include
individuals under Pharmacy Plus program demonstrations or under a Section 1115 demonstration
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that provides pharmacy-only benefits to these individuals.) The definition also includes any
individual who is determined by a state to be eligible for medical assistance under Section
1902(a)(10)(C) of the Social Security Act (medically needy) or Section 1902(f) of the [Social
Security] Act (states that use more restrictive eligibility criteria than are used by the SSI
program) for any month if the individual was eligible for medical assistance in any part of the
month.”

The FAH notes that Medicare Provider Reimbursement Manual, Part I, Section 322,
states, in pertinent part:

Where the State is either obligated either by statute or under the
terms of its plan to pay all, or any part, of the Medicare deductible
or co-insurance amounts, those amounts are not allowable as bad
debts under Medicare. Any portion of such deductible or co-
insurance amounts that the State is not obligated to pay can be
included as a bad debt under Medicare, provided that the
requirements of Section 312 or, if applicable, Section 310 are met.

The FAH notes that together with the newly proposed federal regulatory provisions, an
additional administrative burden will be imposed under Section 322, above, on skilled nursing
providers to try to identify those beneficiaries who may, as a result of Section 322, either be or
not be considered “full benefit dual eligible individuals,” to assure that the reduction percentage
is applied properly. The FAH believes that this new requirement places skilled nursing providers
at an increased risk of potentially overstating bad debts as a result of a lack of documentation
supporting the beneficiaries’ benefits. At this point, it may be difficult for providers to obtain the
necessary documentation regarding the extent to which an individual is deemed eligible by a
state for medical assistance for full benefits under the Medicaid program where the individual is
also participating under Part D of the Medicare program.

The FAH wishes to make CMS aware of these potentially increased burdens and the
potential pitfalls faced by individual SNF providers in seeking to comply with this limited
application of the 30% reduction in bad debt payments in the case of full benefit dual eligible
individuals. In addition, the FAH requests CMS assistance in seeking to minimize such '
additional administrative burden.

ADDENDUM: OPERATING PAYMENT RATES

1. Exclusion of CAH Wage Data.

The FAH has been informed that the Connecticut Hospital Association has raised a
concem about the impact of excluding wage data for Critical Access Hospitals (CAHs) from the
wage index file. We understand that the Association believes that the exclusion of this data is
resulting in an understatement of wage indexes throughout the country and will result in an
underpayment to IPPS hospitals of approximately $500,000,000 for FY 2007. Because this
concern has been raised, the FAH would like to see it addressed in the Final Rule. The FAH has
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reviewed the description given of the budget neutrality adjustment, which presumably would
account for the removal of the CAH wage data, but the Proposed Rule gives insufficient detail
for the public to determine whether the budget neutrality adjustment has properly taken this into
account.

2. Outliers.

CMS has proposed to establish the fixed-loss cost outlier threshold for FY 2006 as the
prospective payment rate for the diagnosis related group ("DRG"), plus any indirect medical
education ("IME") and disproportionate share hospital ("DSH") payments, and any add-on
payments for new technology, plus $25,530. The present threshold, which has been in effect for
all of FY 2006, is $23,600. In establishing the proposed FY 2007 threshold, CMS has proposed
using the "charge methodology" that it began using for FY 2003, as modified last year when
developing the FY 2006 threshold. This "refined methodology" takes into account the lower
inflation in hospital charges that has occurred in recent years, since the outlier methodology was
revised to use more current and accurate cost-to-charge ratios ("CCRs"). As part of its
calculation for the FY 2007 thresholds, CMS is proposing to calculate the 1-year average
annualized rate-of-change in charges-per-case from the last quarter of FY 2004 in combination
with the first quarter of FY 2005 (July 1, 2004 through December 31, 2004) to the last quarter of
FY 2005 in combination with the first quarter of FY 2006 (July 1, 2005 through December 31,
2005). According to CMS the average annualized rate-of-change in charges per case between
these periods was 7.57 percent, 15.15. percent for two years. 3 Also, as in years past, CMS has
proposed to use the hospital cost-to-charge ratio from the most recently available Provider
Specific File, which for FY 2007 is the December 2005 update.

CMS has proposed to establish the FY 2007 threshold using the same model as was used
for FY 2006. In its comments last year (as in the prior year), the FAH objected to CMS's
proposed methodology, contending that the model being used by CMS would severely
underreimburse hospitals for their outlier payments. Despite CMS's tweaking last year of the
method for estimating the rate-of-increase in charges, the FAH's projection has turned out to be
true. While not as huge as in the previous two years, there is going to be a significant outlier
shortfall in the current fiscal year. For FY 2006, CMS has stated in the Proposed Rule that it
estimates that outlier payments will be 4.71 percent of actual total DRG payments, 0.39 percent
lower than the 5.1 percent that CMS projected when setting the outlier thresholds. This shortfall
represents an aggregate underpayment of approximately $327 million. This comes on the heels
of the large shortfalls that occurred in the previous two years. According to CMS's estimates,
outlier payments were only 3.5 percent of total actual PPS payments during FY 2004 and were
only 4.1 percent of total actual PPS payments during FY 2005.

Though the FAH acknowledges that there was some improvement in CMS's projection
last year as compared to the two previous years, it is clear nonetheless from the experience of

3 While CMS states that the two year inflation factor to be used will be 15.15 percent, this
is not consistent with the annual inflation factor of 7.57 percent that is stated in the Proposed
Rule. The annual inflation rate of 7.57 percent translates into a 15.71 percent two-year rate. The
15.71 percent rate has been used for the modeling discussed in these comments.
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these past three years that CMS's methodology to project outlier payments and set the outlier
thresholds is not working. Thus, CMS has significantly under paid outliers every year since it
adopted the “charge methodology”. The FAH is especially concerned because CMS has
proposed to raise the outlier threshold for FY 2007, which, based on past experience, will result
in the continued underpayment of outliers below the 5.1% target. The FAH urges CMS to
recognize the fact that its “charge methodology” unadjusted to recognized charge and cost
increases in computing the CCRs have led to shortfalls for the past three years and to consider
altering its methodology so that more accurate projections can be made.

The FAH believes that the model that CMS has used for FY's 2004, 2005 and 2006, and
has proposed to use again for FY 2007, fails to incorporate one extremely significant variable:
the resulting decline in the CCR that is a by-product of significant projected charge increases.
As the FAH has pointed out repeatedly in past comments, the objective of the outlier model
should be to project outlier costs. The present CMS model using the two year average
annualized rate of change in charges per case based on two recent six month periods, but with the
CCR locked as of December 2005, will fail to reasonably project outlier costs, as proved in
previous years. Outlier costs are equal to charges times CCR. CMS is projecting the charges to
increase for FY 2007 by 15.15 percent over 2 years'; yet, the CCRs are locked to fiscal periods
beginning in Federal Fiscal Year 2004 or even earlier. Such a model will invariably underpay
outliers. The FAH urges CMS to consider alternate models, discussed herein, which should, as
confirmed by past projections, lead to a more accurate projection of outliers.

As was done in support of its comments for the past few years, the FAH engaged Vaida
Health Data Consultants ("VHDC") to model the outlier thresholds for FY 2007 using CMS's
proposed 2-year charge increase model, modified to reflect the decline in CCRs. The FAH has
attached as Exhibit D to this letter a copy of the outlier study (“Modeling FFY 2207 Outlier
Payments”) performed by VHDC for the FAH. Based upon that model, the outlier threshold
should be set, at an absolute maximum, at $24,000.

% The FAH believes that the amount of outlier payments paid out in FY 2005 may have
been overstated by CMS in the Proposed Rule. The figure given , 4.1 percent, is the same figure
that was given in last year's Final Rule; it is unusual that there would not be some adjustment
based on more recent data. The FAH's consultant, Michael Vaida, has checked CMS's
calculations based on available data and has determined that a more accurate estimate of outlier
payments for FY 2005 would be 3.8 percent. The FAH urges CMS to recheck its calculation.

3 It should be noted that this figure was calculated using the CMS's projected charge
inflation estimate (i.e., 7.57 percent per year) as stated in the Proposed Rule. It is likely that
updated data will result in a decrease in this estimate by the time that the Final Rule is
published. (The projected charge inflation estimate of 8.65 percent in the Proposed Rule for FY
2006 was reduced to 7.21 percent when the Final Rule for FY 2006 was published.) Assuming
there is a decrease in this estimate of charge inflation, the outlier threshold that would be
projected using the methodology described herein, using charge inflation and also taking into
account the projected decrease in CCRs, would be lower than $24,000.
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CMS recognizes that CCRs are declining as a result of increases in charges exceeding
cost increases. In the Proposed Rule on page 24150 of the Federal Register, CMS states:

We note that the case-weighted national average cost-to-charge
ratio declined by approximately 1 percent from the March 2005 to
the December 2005 update of the Provider-Specific File. Hospital
charges continue to increase at a steady rate of growth between 7
and 8 percent over each of the last 2 years, resulting in a decline to
the cost-to-charge ratios that are used to compute the outlier
threshold.

Despite recognizing the decline in the CCRs caused by the fact that charge increases have
been exceeding cost increases, CMS has continued to use the “charge methodology” without
recognizing this decline. The FAH urges that CMS adopt the modification to the “charge
methodology” that FAH has consistently recommended.

Significantly, the FAH notes that the projections for FYs 2004, 2005 and 2006 that would
have resulted from VHDC's suggested modified charge inflation methodology would have been
considerably closer to the thresholds that would have resulted in the 5.1 percent target being met
than were the projections done by CMS for those three fiscal years. In its comments for FY's
2004, 2005 and 2006, the FAH modeled the 2-year charge increase model that was used by
CMS, but recommended that CMS also model the decline in the CCRs rather than locking in the
CCRs at a point in time. Using the projected decline in CCRs, VHDC's model for the outlier
threshold resulted in a threshold of $25,375 for FY 2004, This was in contrast to the threshold of
$31,000 (revised downward midyear to $30,150) adopted by CMS, which resulted in outliers
paid at the 3.5 percent level, representing a staggering 34 percent, or $1.4 billion, underpayment.

Although still resulting in a threshold that would have been too high, VHDC's projected
threshold of $25,375 using this model would have been considerably closer to $21,555, where
the threshold would have to have been set to reach the 5.1 percent target.

For FY 2005, VHDC's model resulted in a threshold of $28,445, compared to the CMS
projected threshold of $35,085 set forth in the proposed rule for FY 2005 (which would have
been $32,510 if CMS had used the 3/31/04 HCRIS update that VHDC had used). While CMS
reduced the threshold in its Final Rule to $25,800, this resulted from the significant decline in
CMS's projection of charge inflation (from 14.5083 percent per year to 8.9772 percent per year).
If VHDC had used this lower estimate of charge inflation and plugged it into its methodology
that took into account the projected decline in CCRs, it would have calculated a threshold that
would have been significantly lower than the revised CMS threshold. VHDC has calculated the
threshold now, using the reduced charge inflation estimate that was used by CMS when it
calculated the threshold for the Final Rule. This resulted in a fixed loss amount of $24,200. See
“Estimate of the FFY 2005 Fixed Loss Amount Projecting Both Charge and Cost Inflation,”
attached as Exhibit E.* While CMS's threshold ($25,800) resulted in outlier payments at only the

® VHDC performed this calculation using the version of MedPAR that was available at
the time that the proposed rule was published. While CMS calculated its outlier threshold for the
final rule using a more recent version of MedPAR, VHDC does not currently have access to that
(footnote continued)
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3.8 percent level (assuming VHDC's calculation of the amount actually paid for FY 2005 is
correct), the threshold that would have been derived using the VHDC methodology ($24,400)
would have been lower and would have been much closer to the level needed to reach the 5.1
percent target.

For FY 2006, VHDC's model resulted in a threshold of $24,050, compared to the CMS
projected threshold of $26,675 set forth in the proposed rule for FY 2006. While CMS reduced
the threshold in its Final Rule to $23,600, this resulted from the use of updated data to determine
the rate of increase in charges. Use of this updated data reduced the projection of charge
inflation from the 18.04 percent used to calculate the thresholds in the proposed rule to a
substantially lower amount of 14.94 percent. If VHDC had used this lower estimate of charge
inflation and plugged it into its methodology that took into account the projected decline in
CCRs, it would have calculated a threshold that would have been significantly lower than the
revised CMS threshold and closer to the threshold level that would have resulted in 5.1 percent
outlier payments.’

For FY 2007, VHDC, as explained in detail in the attached report (Exhibit D) at pp. 2-3,
estimated what the fixed loss amount should be, using the same "charge methodology" used by
CMS in its projections. VHDC ran several projections to demonstrate the impact of factors that
should be taken into account but were omitted from CMS's projection methodology. First,
VHDC ran a projection using the most recent (3/31/06) HCRIS update. This resulted in an
estimated fixed loss amount of $24,990 (compared to the $25,530 fixed loss amount projected by
CMS.) Second, VHDC ran a projection that took into account the decline in CCRs that will
occur before outliers are actually calculated during FY 2007. The decline in CCRs was projected
from the most recent CCR data in the 3/31/2005 HCRIS update to the fiscal periods expected to
be used for the calculation of the CCRs determining outlier payments during FY 2007. The
projected decrease in CCRs was calculated using the CMS charge inflation factor of 7.57 percent
and the 2002-2004 aggregate annual rate of increase in cost per discharge, calculated by VHDC
to be 5.69 percent. This second projection, taking into account the key factor of updating CCRs,
resulted in an estimated fixed loss amount of $24,000. Based upon this analysis performed by
VHDC, the FAH recommends that CMS set the outlier threshold at no more than $24,000 for FY
2007.

As stated previously, the objective of the outlier model should be to reasonably project
outlier costs. Thus, as the FAH did for its comments in the previous two years, it also asked
VHDC to estimate the fixed loss threshold using the "cost methodology," rather than the "charge

version. However, the use of these slightly different versions of MedPAR would not
significantly affect the calculation.

7 As part of its engagement, VHDC modeled what the threshold should have been to pay
out the 5.1% for FY 2006. Since this fiscal year is not yet complete, this can only be an estimate
based on currently-available data. VHDC estimated where the threshold should have been using
various methodologies. See Exhibit D, pp. 4-5. According to VHDC's calculations, this would
likely be in the range of $21,160 to $21,275, or perhaps slightly lower.
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methodology." This was the methodology that CMS used for FYs 1994-2002. VHDC used the
most recent cost data available, and it projected costs to FY 2007 using the cost inflation factor
of 5.69 percent derived from HCRIS data for 2002, 2003 and 20004. CMS started utilizing the
2-year charge increase model beginning in FY 2003, largely due to the lack of timely cost report
data resulting from the delay in filing of cost reports after the implementation of outpatient PPS.
Prior to FY 2003, CMS utilized the cost model to project the outlier threshold, but, without
timely cost report data for FY 2003, CMS was unable to continue using the cost model at that
time. Now that the backlog in filing and processing Medicare cost reports has long been
resolved, this methodology could be considered again (as the FAH has suggested for the past two
years).

Using data from the recent 3/31/06 HCRIS update, VHDC ran projections using the cost
methodology, which resulted in an estimated fixed loss threshold for FY 2007 of $23,055. If the
most recent CCRs from the HCRIS database were used instead, the estimated FY 2007 fixed loss
amount is $22,645.

The FAH notes that projections using the cost methodology have been much closer to the
ultimate threshold needed to achieve the 5.1 percent target for the past few years than have been
the projections done using any of the various charge methodologies. For FY 2006, VHDC's
projection using the cost methodology resulted in a fixed loss amount of $22,520. This would
still likely have been too high a threshold, but it was closer to the $21,160-$21,275 that VHDC
estimates would have been appropriate to hit the 5.1 percent target than the thresholds projected
by other methodologies. (See Exhibit D, p. 4 and the FAH's June 24, 2005 Comments on the FY
2006 Proposed IPPS Rule, at p. 51.) For FY 2005, VHDC, using the cost methodology,
estimated that the outlier threshold should be set at $22,830. Of all projections, this, while still
too high, was closest to the $19,790 that would have been necessary to reach the 5.1 percent
target. (See Exhibit D, p. 5-6 and the FAH's July 8, 2004 Comments on the FY 2005 Proposed
IPPS Rule, atp. 5.)

For FY 2004, the FAH did not present an estimation of the outlier threshold based on the
cost methodology when presenting its comments on the IPPS proposed rule. However, last year,
the FAH asked VHDC to retroactively calculate what the projected threshold would have been
using the cost methodology as if he had done this at the time his report for F'Y 2004 was being
prepared. Using this method, VHDC calculated a threshold of $20,900. (See Exhibit D to the
FAH's June 24, 2005 Comments on the FY 2006 Proposed IPPS Rule, at p. 2.) VHDC also
calculated that the actual threshold necessary to reach the 5.1 percent target for FY 2004 would
have been $21,555. The projection using the cost methodology was closer to this amount than
the projections made by CMS or by VHDC using its modified charge methodology. (See the
FAH's June 24, 2005 Comments on the FY 2006 Proposed IPPS Rule, at p. 51-52.)

CMS is to be commended for the changes made to the outlier payment methodology in
2003 to eliminate the use of the statewide average for hospitals with low CCRs, to adopt the use
of the most recent settled cost report to adjust the CCR, and to require the more timely update of
the CCRs. While in the several years prior to FY 2003 the use of the cost methodology was
resulting in outlier payments exceeding the 5.1% target, FAH believes that the corrective actions
taken by CMS in 2003 significantly strengthen the predictability of the cost methodology Such
excess payments prior to 2003 should not be attributed to the cost methodology, but should be
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more likely be attributed to the untimely update of the CCRs and to the use of the statewide
average for hospitals with extremely low cost-to-charge ratios.

Because the cost methodology, as shown herein, has proved to be a more accurate
predictor of the correct outlier thresholds, the FAH recommends that CMS return to the use of
the cost methodology for the projection of outlier payments. The FAH recommended this last
year, but CMS chose not to follow the recommendation. Since there has now been a history of
three years in a row confirming that the cost methodology is a better predictor of the correct
thresholds, the FAH offers this suggestion even more forcefully than before. The cost
methodology should be used, and the fixed loss outlier threshold should therefore be set at
$22,645.

The FAH also suggests that CMS consider making mid-year adjustments to the outlier
thresholds, if it appears that outlier payments are going to be significantly below or above the
5.1% target. As CMS made a mid-year change to the fixed loss threshold in FY 2004, it clearly
has the ability to do so. After the fiscal year has begun, more current data on hospitals’ cost-to-
charge ratios will be available, so it should be possible to more accurately predict the amount of
outlier payments that will be made. CMS could set a trigger for this adjustment. For example, if
outlier payments appeared to be coming out at less than 95% or more than 105% of the 5.1%
target, an adjustment would be made. The large discrepancies between outlier payments made
and the 5.1% target, both positive and negative, that have occurred over the years could possibly
be avoided if CMS tracked the situation mid-year and made an adjustment to the threshold with
the goal of hitting the 5.1% target overall for the year. The FAH believes that a mid-year
correction process could be an aid to CMS to achieve its goal of making outlier payments at
5.1% irrespective of the payment model that CMS employs. However, we believe there will
likely be less need for a mid-year correction process if CMS were to adopt either of the two
payment models that we have recommended in these comments, i.e., the cost methodology
model or the CMS model modified to reflect the decline in the CCRs.

In summary, the FAH is extremely concerned with the continued use of the present CMS
model that has proven to significantly underpay hospitals for outliers for FY 2004 and FY 2005.
The CMS model does account for charge increases when modeling the MedPAR claims but fails
to account for charge and cost increases when projecting the CCRs. Such a model will
invariably continue to significantly under-reimburse hospitals for patient care services rendered
to Medicare patients that become outliers. The FAH recommends that CMS either adopt the cost
methodology that it used prior to FY 2003 or, in the alternative, adopt the model recommended
by the FAH that adjusts for both charge and cost increases in computing the CCRs.
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The FAH recognizes that many of the changes proposed by CMS for FY 2007 and
beyond have required (and will continue to require) exhaustive efforts on the part of the CMS
Administration and staff, providers, intermediaries and consultants on all sides. Many of these
changes have the potential to lead to meaningful and positive developments for the Medicare
program. FAH members want to assure, however, that changes of this magnitude are not rushed
and that careful thought and consideration go into any final product. The FAH and its members
appreciate the work CMS has done in preparing this Proposed Rule, and we want to work closely
with CMS, in a truly cooperative spirit, to assure that the Medicare program functions smoothly,
efficiently and fairly for many years to come in light of these changes.
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Inpatient Prospective Payment System (IPPS) Analysis for FY2007
Technical Appendix

Date: June 6, 2006

I. Introduction

For the Federation of American Hospitals (FAH), American Hospital Association (AHA), and
Association of American Medical Colleges (AAMC), The Moran Company (TMC) analyzed
alternative methodologies to those proposed by CMS in the FY 2007 Proposed Rule for the
Inpatient Prospective Payment System (IPPS). This involved first replicating the proposed
methodology and then applying alternative methodological choices at various points and
comparing how the weights changed. The weights we calculated from our replication of the
proposed rule were within 0.5% of the published weights for 90% of the DRGs and for the CS-
DRG weights our calculated weights were within 3% for 90% of the CS-DRGs.

This document provides a brief overview of the data sources, methodology, and alternative
methodology models. In the following section, we give a brief background to the proposed
rule and the aims of this modeling project. Next we provide detail on the methodology we
used in calculating weights. First we provide detail on the methods used to replicate the CMS
weights. After that we describe technical corrections to how the weights were calculated that
we made uniformly for our alternative models, the calculation of the current (FY2006) weights
and steps vary in the different alternative models.

I1. Background

In the FY 2007 Proposed Rule, CMS proposed the “first significant revision of the inpatient
PPS since its implementation in 1983.”! CMS has proposed a revision of the methodology
used to calculate the weights assigned to Diagnosis Related Groups (DRG) for FY 2007 as well
as a potential alternative DRG system to be used — an alternative known as “Consolidated
Severity-adjusted DRGs” (CS-DRGs) for FY 2008 “or earlier”.

The proposed methodology, known as Hospital Specific Relative Value with Cost Centers
(HSRVcc) is a departure from the current methodology of charge-based weights. This
proposed methodology attempts to account for variations in charges among hospitals through
calculation of relative charges. In comparison, the current system uses Indirect Medical
Education (IME), Disproportionate Share Hospital (DSH), and wage index adjustments to
“standardize” hospital charges.

CMS calculated proposed FY 2007 weights using the FY 2005 MedPAR data and the CS-DRG
weights using the FY 2004 data. In order to compare the results of our alternative models, we

' CMS, Medicare Proposes Payment and Policy Changes for Acute Care Hospital Services to Inpatients, April 12,
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calculated many of the alternatives on both data sets, to eliminate differences due solely to the
data year.

In our analysis of alternatives to the proposed methodology we:

Replicated the proposed methodology and weights for FY 2007,

Replicated the CS-DRG weights,

Calculated weights using the “current” FY 2006 weight calculation methodology, and
Calculated weights using combinations of alternative methodological choices.

In our analyses, we calculated weights using various combinations of methodology, DRG
grouper (version 24 and CS-DRQG), and data year. We performed a set of technical corrections
which we explain in Section IV which we applied uniformly to all of the alternative
simulations. The alternative methodology choices that we modeled were:

o Weighting the cost-to-charge ratios for hospital costs and charges,

e Trimming the cost-to-charge ratios at 3.00 standard deviations rather than 1.96, and

e Calculating costs at the claim level by multiplying charges by hospital specific and
department specific cost-to-charge ratios.

See table 1 below for an overview of the models and the data and methodology and grouper
used for each. Two of these models replicate the CMS weights (Base, rule replication and
Base, 2004, CS-DRG). The full list of separate sets of weights modeled by TMC is as follows:

Table 1: Methodology Combinations for Calculation of Weights

Short Long description Year of Methodolog DRG
description data used y system system

Base, rule Replicate HSRVce methodology 2005 HSRVce Grouper
replication proposed by CMS 24
Base, rule Replicate HSRVcc methodology 2005 HSRVce Grouper
replication with | proposed by CMS with technical 24
corrections corrections
Base but with Take replication logic and apply it to 2004 HSRVce Grouper
2004, with 2004 MedPAR data (Grouper 23) for 23
corrections comparison to the CS-DRG analysis that

can only be run on the 2004 data. Include

technical corrections.
Base, 2004, CS- Replicate HSRVcc with 2004 MedPAR 2004 HSRVce CS-DRG
DRG data, but using CS-DRG.
Base, 2004, CS- | Replicate HSRVcc with 2004 MedPAR 2004 HSRVce CS-DRG
DRG, with data, but using CS-DRG. Include
corrections technical corrections.
Base, corrected Replicate HSRVcc but adjusting how the 2005 HSRVce Grouper
CCR, weighted cost to charge ratio and the scaling factor 24

is computed. We weight the CCR for

volume.
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Short Long description Year of Methodolog DRG
description data used y system systemn

Base, corrected Replicate HSRVce but adjusting how the 2005 HSRVce Grouper
CCR, weighted, | cost to charge ratio and the scaling factor 24
and trimming, is computed. We weight the CCR for

volume, and trim CCRs at 3.00 standard

deviations instead of 1.96.
Base, corrected Replicate HSRVcc but adjusting how the 2005 HSRVce Grouper
CCR, trimming, | cost to charge ratio and the scaling factor 24
not weighted is computed. We trim CCRs at 3.00

standard deviations instead of 1.96.
HSRYV, Use hospital specific, departmental 2005 HSRVee, Grouper
departmental specific cost to charge ratios that were but 24
level CCRs for calculated using 2003 data for the prior departments
costs project and apply those to the charges at instead of

the claim level, then use the HSRV cost centers.

calculation on the costs. This does not

use cost centers,
Charge based Replicate the “current” charge based 2005 Relative Grouper
methodology, methodology including standardized weights -- 24
2005 charges. Existing

system

Charge based Replicate the “current” charge based 2004 Relative Grouper
methodology, methodology applied to 2004 data, weights -- 23
2004 including standardized charges using the Existing

CMS grouper 23 DRGs. system
Charge based Replicate the “current” charge based 2004 Relative CS-DRG
methodology, methodology applied to 2004 data, weights --
CS-DRGs including standardized charges, but using Existing

the CS-DRG. system
HSRV without Use HSRYV charge based methodology 2005 HSRV Grouper
cost centers. alone (no cost scaler) 24
Weighted This model takes the logic in 3a, but uses 2004 HSRVce CS-DRG
CCRs/HSRVcee/ | weighted CCRs.
CS-DRG
Weighted and This model takes the logic in 3a, but uses 2004 HSRVce CS-DRG
Trimmed weighted and trimmed CCRs
CCRs/HSRVcc/
CS-DRGs
Trimmed This model takes the logic in 3a, but uses 2004 HSRVce CS-DRG
only/HSRVcc/CS | trimmed CCRs
-DRG
Weighted This model take the logic in 3a, but uses 2004 HSRVee Grouper
CCRs/HSRVcc trimmed CCRs. 23
Weighted and This model takes the logic in 3a, but uses 2004 HSRVce Grouper
Trimmed trimmed CCRs. 23
CCRs/HSRVcc
Trimmed This model takes the logic in 3a but uses 2004 HSRVce Grouper
only/HSRVcc trimmed CCRs. 23
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III. CMS Methodology Replication

This section discusses some of the technical details on how we replicated the CMS weights. In
order to completely replicate the weight calculation a very high level of detail is needed. In
just a few areas CMS did not include sufficient detail in the proposed rule. We are very
grateful to CMS staff who clarified many fine points of detail.

CMS used two sources of data for calculation of weights, hospital inpatient claims and hospital
cost reports. We used the same sources. They are:

® Hospital Inpatient Claims - Data from the FY2004 MedPAR and the FY2005 MedPAR
files were used. CS-DRGs existed only on the FY2004 MedPAR data so all analyses
conducted with CS-DRGs were with that data.

* Hospital Cost Report Data - Hospital Cost report data were from the Hospital Cost
Report Information System (HCRIS), from their data release of December 31, 2005,

We describe below five stepé to calculating the HSRVcc weights:

Data cleaning,

Calculating CCRs,

Calculating hospital specific relative value (HSRV) weights using charges,
Creation and application of the scalers, and

Normalizing the weights.

A. Data cleaning

In the Proposed Rule, CMS used slightly different data cleaning approaches for their analyses
that were conducted with 2004 data versus the analyses conducted with 2005 data. The data
cleaning steps for the 2004 data are more comparable to the MedPAC analysis. This
discussion will focus on the 2005 data cleaning since we used that in most of our models.
There will be a brief section highlighting some of the differences on the 2004 analysis.
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1. Cleaning of Hospital Inpatient Claims

We followed what CMS described starting at P. 184 of the display copy of the Proposed Rule.
These are the steps in cleaning the data file that CMS applied to the FY 2005 data for
calculation of the proposed FY 2007 weights. CMS used slightly different cleaning rules for
the FY 2004 data with the CS-DRG weights. To be able to compare between the replication
and alternative policy models, we used the data cleaning that CMS applied to the FY 2005 data
to all of our simulation models even those using the FY 2004 data, with the exception of the
one model in which we are replicating the CS-DRG weights to compare to the published
weights (Base, 2004, CS-DRG).

We excluded discharges that:

Were not from PPS hospitals — third digit of provider code was not equal to 0 or special
unit characteristic code was not blank.

Had total charges equal to 0.

Had length of stay equal to 0.

Had an “ungroupable” DRG assignment: DRG 470 in Grouper versions 23 or 24, CS-
DRG 999. Note: This exclusion is not explicitly in the rule, but verified with CMS
during a phone call.

Were for Medicare Beneficiaries enrolled in a Medicare+Choice (Medicare Advantage)
plan.

Had total charges that differed by more than $10 from the sum of the component
charges.

Were from hospitals that were Critical Access Hospitals (CAH) or later became CAHs.
The list of CAHs was downloaded from the CMS website.
(http://www.cms.hhs.gov/AcutelnpatientPPS/FFD/itemdetail.asp?filter Type=none&filt
erByDID=-99&sortByDID=2&sortOrder=ascending&itemID=CMS063084, which as
of 6/2/06 has a note saying that the list will be updated in the Final Rule).

Were for heart and heart-lung, liver and/or intestinal, or lung transplants (DRGs 103,
480, and 495) performed at hospitals not approved by Medicare for transplants.

Were at providers not included on the provider specific file list provided by CMS.
(http://www.cms.hhs.gov/AcutelnpatientPPS/FFD/itemdetail.asp?filter Tvpe=none&filt
erByDID=-99&sortByDID=2&sortOrder=ascending&itemID=CMS061281). Asa by-
product of this restriction, Cancer and Indian Health Service hospitals were removed.
Were at providers where there were no charges in at least 8 of the 10 cost centers.

Had total charges and total charges per day greater than three (3) standard deviations
from their respective geometric means.

* We verified that CMS used the logical “and” in applying this outlier exclusion criteria. That is, if an observation
meets on only one condition, total charges or charges per day are outliers, the record is retained for calculating

weights.
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The following are the major differences between the cleaning steps used with the 2005 and the
steps CMS used with the 2004 data for the CS-DRG replication.

* In 2004, hospitals from Maryland were excluded, but they were included in 2005.

* Providers were excluded if they did not have charges in the two accommodation cost
centers and at least one ancillary cost center. This is in contrast to requiring 8 cost
centers in the 2005 analysis.

When preparing the data, we did the following:

* We assumed that professional fees — MedPAR Service Charge category 22 should be
counted under “Other”. We verified this assignment during a phone call with CMS.
e Transfer DRGs identification.

o For Grouper 23 and 24, we followed the identification of whether or not a DRG
was considered a transfer DRG as reported by CMS.

o For CS-DRGs, we determined what could be a transfer DRG based on logic
published on August 12, 2005 in the Federal Register on P. 47484. The
language reads:

“(A) The total number of discharges to post acute care in the DRG must
equal or exceed the 55" percentile for all DRGs;

(B) The proportion of short-stay discharges to post acute care to total
discharges in the DRG exceeds the 55" percentile for all DRGs; and
(C) The DRG is paired with a DRG based on the presence or absence of
a comorbidity or a complication or major cardiovascular condition that
meets the criteria specified under paragraph (d)(3)(ii)(A) and
(d)(3)(ii)}(B) of this section.”

2. Cleaning of Hospital Cost Report data

For cleaning of the hospital cost report data, we followed the logic starting on P. 190 of the
display copy of the Proposed Rule.

We removed hospitals if they met any of the following criteria:

Critical access hospitals (CAHs)

Located in Maryland

Indian Health Service

Cancer hospitals

All-inclusive rate hospitals. Based on guidance from CMS during a phone call, these
were identified by having a “Y” in cost report location S2_1_32.

Was not a full year (365 days) cost report.

* Cost report did not start during Federal FY2003 (October 1, 2002 through September
30, 2003).
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We discovered that the calculation of CCRs is very sensitive to which hospitals are included or
excluded. Using the same list of CAHs is particularly important.

All cost reports are used whether or not the cost report is settled or merely submitted. The
cleaning of the cost report data and the cleaning of the MedPAR data are independent of each
other. Hospitals can be excluded from the cost report file for not having a full year cost report
or an available cost report for FY 2003, but claims from these hospitals would be kept in the
MedPAR claims,

B. Calculate CCRs

We created 10 cost centers based on the mapping starting on P. 186 of the display copy of the
Proposed Rule. CMS used an internal file in a different format, though derived, from the file
that is publicly available. When we attempted to match the scalers CMS posted on the web site,
our results came closest if we did not include the sublines in the cardiology cost center. Our
replication of the scalers was within 0.5% for all of the cost centers except cardiology, other
services and laboratory, with cardiology being the furthest away from the CMS released
number. For cardiology when we included appropriate sublines we were 7.4% lower than
CMS’s number. When we excluded the sublines, we were 2.1% lower than CMS’s number.

We trim the individual cost center cost to charge ratio (CCR) to remove outliers. An individual
cost center CCR is not used in calculations if one of the following is true:

e CCR is greater than 10.
e CCRis less than 0.01.
e CCR is more than 1.96*standard deviations different from the geometric mean.

The trimming of the CCRs is done in this order so that the geometric mean is computed after
the cost center CCRs with the unreasonable values were removed from the calculations,

When trimming, we only removed the CCR for that individual cost center, the other CCRs for
that provider are still present. Therefore, slightly different pools of hospitals are used for every

calculation of cost center CCRs.

After the trimming, we compute the geometric mean of the CCR for every cost center. CMS
computed an unweighted geometric mean.
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C. Calculating hospital specific relative value (HSRV) weights using
charges

In order to replicate the methodology for HSRVce, we followed the basic logic laid out starting
on P. 186 of the display copy of the Proposed Rule. This methodology is applied at the cost
center level.

The basic logic of the HSRVcc is summarized as follows:

1.

9.

10.

11.

12.

Calculate each hospital’s average charge per discharge for all discharges for each of the
10 cost center groupings. This is calculated as the sum of the charges divided by the
transfer adjusted case count.

Calculate the relative charge per discharge for each of the 10 cost center groupings.
Divide the total charges for each individual discharge by the average charge per
discharge for all that hospital’s discharges (from step 1).

Initialize the Case Mix Index (CMI) as 1.0.

Calculate the CMI adjusted relative charge. Multiply the relative charge per discharge
(from step 2) by CMI (from step 3).

Calculate the mean CMI adjusted relative charge for each DRG, for each cost center
grouping. This is calculated as the sum of the CMI relative adjusted relative charge
(from step 4) divided by the sum of the transfer adjusted case count (from step 4) for
each DRG.

Calculate the mean CMI adjusted relative charge at the national level. This is
calculated as the sum of the CMI adjusted relative charge (from step 4) divided by the
sum of the transfer adjusted case count (from step 4) at the national level.

Calculate the first set of weights. Divide the mean CMI adjusted relative charge at the
DRG level for each cost center grouping (step 5) by the mean CMI adjusted relative
charge at the national level (step 6). This is computed for each DRG.

Assign these weights to all the cases for each hospital.

Calculate each hospital’s case mix index (CMI) using these new weights (Step 8).

Calculate a new CMI adjusted relative charge. This is computed by multiplying the
relative charges by the new computed CMI.

Calculate a new mean CMI adjusted relative charge at the DRG level.

Calculate a new mean CMI adjusted relative charge at the national level.

10 THE MORAN COMPANY




13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

IV.

Calculate a new weight by dividing the results of step 11 by step 12.

Repeat back to step 8 until the maximum change in national case mix index from the
current iteration compared to the previous iteration is less than 0.000001.

At this step, we have 10 weights (one for each cost center) for every DRG.

D. Creation and application of the scalers

Using the national average CCR for each cost center, multiply the total unadjusted
charges for that cost center by the national average CCR for that cost center to compute
a “cost” for that cost center.

Sum the 10 cost center costs (computed in step 16) to create a single “total cost” for the
discharge.

For each cost center, divide the “cost for thé cost center” (step 16) by the “total cost”
(step 2). The result is a “scaling factor” for each cost center.

Apply the scaling factor for each cost center (step 18) to the cost center weights for
each DRG.

Sum the results of step 19, to create a single weight for each DRG.

E. Normalizing the weights

Apply the normalization factor to the weights by multiplying the weight (step 20) by
the normalization factor. We used the normalization factor published in the Proposed
Rule.

For low-volume DRGs (DRGs with less than 10 cases), on models using Grouper 23 or

24, we replaced weights following the mapping starting on P. 192 of the display copy
of the Proposed Rule. For models using CS-DRGs, we did not make any adjustments.

Corrections from the CMS Methodology

There were a few “corrections” made to our model from the replication to our corrected
models. These were either mistakes that had been made by CMS or inconsistencies between
the treatment of 2004 data and 2005 data that we wished to be consistent in our modeling.
Below we list those corrections applied to all of our alternative models.

11 THE MORAN COMPANY




* Organ acquisition costs in 2005. In our replication, we discovered that organ
acquisition costs appeared to have been incorrectly included in the total charges. We
verified this with CMS. CMS noted that they will make this correction in the final rule.
We do not believe that they made this mistake when using the 2004 data.

* Transfer adjustment. When replicating the 2005 results, we used transfer adjusted
weights. However, when attempting to replicate the 2004 results with CS-DRGs, our
results were closest when we did not use transfer adjustments. We believe though that
there should be transfer adjustment when using CS-DRGs and so in our corrections,
that is done.

¢ Differences between CMS'’s analysis using 2004 and 2005 data. There are several
differences between CMS’s analysis using 2004 data and their analysis using 2005 data.
The major differences are:

o Exclusion in 2004/Inclusion in 2005 of discharges from Maryland hospitals. In
the 2004 analysis, CMS excluded the Maryland hospitals but they included
them in 2005. As noted above, this was intentional in order to have CS-DRG
weights that used the 2004 data more comparable to MedPAC’s analysis.
Because we wanted consistency between our models in general in our
“corrected” models, we followed 2005.

o Cleaning of MedPAR file based on cost centers. In 2004, CMS required
charges in the two accommodation cost centers as well as one ancillary cost
center. In contrast, in 2005, CMS required presence of data in at least 8 cost
centers. For our general “corrected” models, we followed the 2005 approach.

o Use of transfer adjusted case counts versus non-transfer adjusted cases while
computing Case Mix Index (CMI) during the iterations. CMS used transfer
adjusted counts of cases to calculate the CMI used during the HSRV weight
calculation iterations in the 2004 data used for CS-DRG weights. In the
proposed FY 2007 weight calculation (HSRVcc DRG) using 2005 data, CMS
calculated the CMI without adjusting for transfer cases. For our corrected
models, we followed the logic for the FY 2007 proposed weights. (See P. 190 of
the display copy of the Proposed Rule for details.)

V. Overview of Current Methodology Replication

In this section we provide a summary of how CMS calculated the DRG weights in 2006 — the
“current methodology”. We used these steps to calculate what the weights would have been
using the 2005 and 2004 data (Charge based methodology, 2005 and Charge based
methodology, 2004) to be able to compare what effect the change in the calculations had on the
weights separate from the changes due to using a different dataset.

Total charges for each discharge are adjusted by the hospital’s wage index, IME, DSH, and
COLA factors according to the following formula:
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Operating portion
(a) std_labor_operating=((total_charges*labor_share)/wage_index)

(b) standardized_operating=std_labor_operating
/(1 +ime_adjustment_operating+dsh_adjustment_operating)

Capital portion
(c) std_labor_capital=((total_charges*(1 -labor_share))/cola_adjustment)

(d) standardized_capital=std_labor_capital
/(1+ime_adjustment_capital+dsh_adjustment_capital)

Combined ~ final standardized charge

(e) standardized_charge=standardized_operating
+ standardized_capital

The weights are then calculated using these standardized charges using the following steps:
1. Calculate mean for each DRG of the standardized charges.
2. Calculate mean standardized charge of all discharges.
3. Divide the mean standardized charges for the DRG by the mean of all discharges.

4. Multiply each weight by the normalization factor. We used the normalization factor
published in the Proposed Rule.

VI. Methodology Variations

For our different models, we adjusted certain aspects of the cleaning and methodology. The
list here presents variations. Our models are combinations of these changes, the CMS
methodology, different years of data and different DRG groupers.

Inpatient claims cleaning — organ acquisition cost correction
Applies to: All 2005 Models except Base, rule replication

Change: CMS incorrectly included the organ acquisition costs with 2005 data.
This change removed the charges related to organ acquisition.
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Inpatient claims cleaning — cost centers

Applies to:
Change:

Weighted CCRs
Applies to:

Change:

Base, 2004, CS-DRG, with corrections

We removed providers who did not have information in at least 8 of the
10 cost centers, following how CMS analyzed the FY2005 data. This is
in contrast to their analysis of 2004 data where they removed providers

if the provider did not have charges in: routine days, intensive days, and
at least one other cost center.

Base, corrected, CCR, weighted; Weighted CCRs/HSRVcc; Weighted
CCRs/CS-DRGs.

We computed a weighted national CCR as opposed to a geometric mean
CCR.

Weighted and trimmed CCRs

Applies to:

Change:

Trimmed CCRs
Applies to:

Change:

Single cost center
Applies to:
Change:

Costs

Applies to:
Change:

Base, corrected CCR, weighted and trimmed; Weighted and trimmed
CCRs/HSRVcc/CS-DRGs; Weighted and trimmed CCRs/HSRVec.

We computed a weighted national CCR as opposed to a geometric mean
CCR. In addition, we trimmed outliers that were at least 3.00*standard
deviation away from geometric mean as opposed to 1.96*standard
deviation away from the geometric mean.

Base corrected CCR, trimming, not weighted; Trimmed only/HSRV cc;
Trimmed only/HSRVcc/CS-DRGs

We trimmed outliers that were at least 3.00*standard deviation away
from geometric mean as opposed to 1.96*standard deviation away from
the geometric mean.

HSRYV without cost centers
This model uses a single cost center as opposed to the 10 cost centers.

HSRYV, departmental level CCRs for costs

This model uses total costs as opposed to the 10 cost centers using
charges. Total costs are calculated at the claim level by multiplying the
charges for each of the 30 costs centers in MedPAR by the relevant
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departmental CCR for that hospital and summing the costs across the 30
cost centers.

CMS DRGs V. 23 and HSRVcc

Applies to:
Change:

Base, but with 2004, with corrections
This model followed P. 65 of the display copy using the transfer
adjusted case mix as opposed to the non-transfer adjusted case mix.
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By Grace-Marie Turner

Roy Ramthun, our friend, valued colleague, and leader in the free-market health reform movement,
is leaving the administration today after three years of service at the White House and at Treasury.

Roy has been an architect of visionary health care proposals that will usher-the consumer-directed
health care movement into the next era, and he oversaw the speedy development of the guidelines
for Health Savings Accounts. ’ ‘

We are sorry to see him go after three years of round-the-clock service, but we know that he will
continue to lend his skills and expertise to the cause in his next venue.

Risdadd il

Find out more about our

Consumer Choice Community  One of the things that Roy worked hardest to promote was price transparency - a crucial tool
for consumers in the new health care economy. And yesterday, that movement toward price
transparency got a big boost: The Centers for Medicare and Medicaid Services posted a gigantic
spreadsheet on what Medicare paid last year for 30 elective inpatient hospital procedures and
other common hospital admissions. :

The spreadshest offers information for each state, each county in every state, and each hospital in
every county for a variety of treatments they provided in 2005, including heart operations, hip and
knee replacements, kidney and urinary tract operations, gallbladder surgery, and back and neck
operations.

One of the first things you notice is the huge discrepancy between the national averages of
what the hospitals charge and what Medicare actually pays. Medicare's payment is generally a
third or less of the hospital charges. For example, Medicare's average payment, nationally, for a
heart valve operation is $38,538, but the average hospital list price is $115,221.

There also are big price differentials when you drill down into the data. CMS lists the ranges of
Medicare payments by county, but hospital-specific pricing data is not yet available. You see that
the valve replacement could cost as little as $26,600 in Schenectady, NY, but more than $68,000
in Hardin County, KY.

CMS does list the number of procedures for each hospital - which is a good indicator of the
hospital's expertise and consequently of more successful outcomes. From the data Medicare has
published, you may be better off at Florida Hospital in Orange County with 177 heart valve
replacements last year rather than Salina Regional Health Center in Kansas, with only 11.

And this is just phase one: CMS will post payment information for ambulatory surgery centers later
this summer, and for common hospital outpatient and physician services this fall. :

Kudos to CMS Administrator Mark B. McClellan, M.D., Ph.D. and his team at CMS for this heroic
effort.
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http://www.galen.org/medicare.asp?docID=897 , 6/6/2006
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VAIDA HEALTH DATA CONSULTANTS
3209 Cutlew Stteet  Davis, California 95616-7517 (530) 758-0493
E-mail: vaida@dcn.davis.ca.us
May 10, 2006 , '

MODELING FFY 2007 OUTLIER PAYMENTS

DATA SOURCES.

1. The MEDPAR 2005 computer file obtained from CMS. The file contains 13,715,186 records,
each corresponding to a Medicare hospital discharge occurring in FFY 2005.

2. CMS FFY 2007 Impact File (Proposed Rule Version). This file produced by CMS shows the

. estimated level of FFY 2007 outlier payments by hospital (as percentages). It also shows the

- hospital-specific parameters used for calculating PPS payments, such as DSH and IME
adjustment factors, cost to charge ratios (CCRs), wage mdexes etc.

3. The March 31, 2006 update of the HCRIS database. This database consists of Medicare cost
reports beginning in Federal Fiscal Years (FFYs) 1996 through 2005.

REPLICATION OF THE CMS ESTIMATED 2007 OUTLIER PAYMENT LEVELS
' (IPPS 2007 PROPOSED RULE).

The regular and outlier FFY 2007 payments were estimated for 11,447,430 discharges in the MEDPAR
database subject to IPPS. These are the same discharges used by CMS to generate the 2007 Proposed
Rule Impact Filel_. Regular payments were calculated based on the proposed DRG weight, the patient
discharge destination (for identifying transfers), the applicable proposed standardized amounts and the
other hospital-specific parameters determining PPS payments. The latter are the wage index, the'non- -
" labor cost of living adjustment, and the DSH and IME adjustment factors. Each of these parameters has
different values applicable to operatmg and cap1tal payments The - parameters were obtained from the
CMS Impact File.

Outlier payments were calculated inflating 2005 charges by 15.71 percent (the inflation factor used by
CMSZ), reducing charges to costs using the cost to charge ratios from the CMS Impact File and
comparing costs to the proposed FFY 2007 fixed loss amount of $25,530. The latter was adjusted as
appropriate on a hospital-specific basis. It should be noted that the Impact File cost to charge ratios are
mostly from fiscal periods beginning in FFY 2004. Also, no allowance was made for the anticipated
continued decrease in the CCRs. ‘

With these assumptions, the FFY 2007 operating and capital outlier payments were estimated at 5.1 and
4.81 percent of the respective total payments, net of DSH and IME amounts. These estimates are in good
agreement with the CMS figures of 5.1 and 4.87 percent, respectively. The dollar amount of FFY 2007
outlier payments was estimated at $4,774B.

1 These are discharges subject to IPPS and with non-zero covered days and charges. The number of these discharges is
the same as the number of “Bills” for all the hospitals in the Impact File.

2 The two-year inflation factor in the Proposed Rule is stated to be 15.15 percent. This is not consistent with the annual
inflation ratio of 7.57 percent stated in the same Proposed Rule. Theannual inflation rate of 7.57 percent translates into a
15.71 percent two-year rate.



; ESTIMATE OF THE FFY 2007 FIXED LOSS AMOUNT USING THE MOST RECENT

COST TO CHARGE RATIOS.

More recent cost to charge ratios were calculated from the latest cost reports available in the HCRIS
database. Medicare inpatient operating costs were obtained from Worksheet D-1, Part II, Medicare
inpatient capital costs from Worksheet D, Parts I and II and Medicare inpatient charges from

' Worksheet D-4. A comparison with the dates of the CCRs in the Impact File, presumably used to

establish the proposed FFY 2007 fixed loss threshold, is shown in the table below.

Number of Cost Percent of Cost Number of HCRIS  Percent of HCRIS
Beginning in Reports Used for Reports Used for Most Recent Cost Most Recent Cost
FFY the Impact File the Impact File Reports for Impact Reports for impact

CCRs CCRs File Hospitals File Hospitals
(a) (b) © . (d)
2001 5 02% 3 0.1%
2002 39 1.4% 13 0.4%
2003 739. 27.0% 92 ‘ 2.6%
2004 1,949 71.1% 2,948 . 84.0%
2005 10 0.4% © 453 12.9%
Unknown/Not :
Matching 780 13
Total 3,522 3,522

Table Notes: Column (a) numbers are based on matching Impact File CCRs with HCRIS CCRs for fiscal periods
beginning between 2001 and 2005. If both operating and capital HCRIS CCRs were within 0.001 of their respective
Impact File counterparts, the HCRIS cost report was considered to be the source for the Impact File CCRs. Percentages. .
in columns (b) and (d) are based on the total of FFYs 2001-2005, i.e., unkown/not matching hospitals were not included.

Using the more recent HCRIS CCRs and the CMS assumptions listed above, the estimate of the

. fixed loss threshold is $24,990.

ESTIMATE OF THE FFY 2007 FIXED LOSS AMOUNT PROJECTING BOTH
CHARGE AND COST INFLATION.

Outlier payments are calculated from costs. Costs are determined by applying a cost to charge ratio to
actual charges. It follows that accurate outlier estimates require projecting both costs and charges.
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An additional complication is the inevitable lag between CCRs that can only be determined
retrospectively at the end of an elapsed cost reporting period and the current charges to which they
are applied. Historically, CMS has projected outlier payments by projecting only costs or only
charges and ignored the time lag problem. This approach works well in periods when cost and
charges move more or less in tandem. When costs and charges change at significantly different rates,
relying on only one measure of inflation can result in either outlier over- or underpaymentsa. An
alternative methodology that overcomes these shortcomings is described below.

In order to account for the time lag problem, cost to charge ratios were projected from the most
recent fiscal period in the March 31, 2006 HCRIS update to the fiscal period(s) expected to be used
for the calculation of the CCR(s) determining FFY 2007 outlier payments. The CMS Program
Memorandum A-03-058 dated July 3, 2003 instructs Fiscal Intermediaries to update the CCRs “not
later than 45 days after the date of the tentative settlement or final settlement used in calculating the
CCRs”. Combining this deadline with the maximum of eight months between the end of the cost
reporting period and tentative settlement, it is reasonable to expect CCRs to be updated no later than
nine months after the end of the cost reporting periods. Assuming a nine-month lag in updating
CCRs, FFY 2007 outlier payments will be based partly on 2005 and partly on 2006 ratios, depending .
on the fiscal period ending date (FPE). Hospitals with a January FPE will have their CCR updated to -
the FPE January 2006 value by October 31, 2006. Their FFY 2007 outlier payments will be based on
the FPE January 2005 CCR for one month (October 2006) and on the FPE January 2006 CCR for the
remaining eleven months. Similarly, FFY 2007 outlier payments for hospitals with a February FPE
will be based on the 2005 CCR for two months and the 2006 CCR for ten months, and so on.
Hospitals with a December FPE would have their FFY 2007 outlier payments based entirely on the
FPE December 2005 CCR. l

The cost inflation factor for projecting CCRs was determined from the costs reports of a cohort of
3,253 matched hospitals for periods beginning in FFYs 2002, 2003 and 2004. All three costs reports
were available for each hospital from the recent update of HCRIS and covered a full twelve months.
The 2002-2004 aggregate annual rate of increase in the cost per discharge for these hospitals was
5.69 percent4. This cost inflation factor and the CMS charge inflation factor of 7.57 percent were
used to project cost to charge ratios over the time periods described above. The projected CCRs
were applied to projected FFY 2007 charges to simulate the determination of costs for FFY 2007
outlier payments. The estimated fixed loss amount that would result in 5.1 percent outlier payments

~ inthis scenario is $24,000. It should be noted that this model (as well as all the ones discussed here)

does not take into account the potential impact of outlier reconciliation. The model assumes FFY
2007 outlier payments based on costs determined using pre-2007 CCRs. If outlier payments were
adjusted retrospectively based on FFY 2007 “true” costs determined using 2007 CCRs, final outlier
payments would be lower (assuming a continuing trend of decreasing cost to charge ratios).

3 Of course, regardless of methodology, over or under estimates of outlier payments may result from cost and/or
charge inflation projections -usually based on the assumption that historical values are a reasonable indicator of
future trends- that turn out to be inaccurate.

4 An audit adjustment was applied to costs from “as submitted” cost reports. The audit adjustment was determined
by comparing 2,791 “as submitted” costreports from the December 31, 2003 HCRIS database with the settled
reports of the same hospitals in the March 31, 2006 HCRIS update. .
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ESTIMATE OF THE FFY 2007 FIXED LOSS AMOUNT PROJECTING
ONLY COST INFLATION.

This is the methodology CMS used for the FFYs 1994-2002. For projecting FFY 2007 outlier
payments it consists of applying historical CCRs to FFY 2005 charges to determine FFY 2005 costs.
These costs are projected forward to FFY 2007 using a cost inflation factor. However, the “cost
inflation only” approach ignores the time lag problem. This may result in underestimating FFY 2007
costs for outlier payment determination and, therefore, underestimating the FFY 2007 fixed loss
threshold. The underestimate results from using historical CCRs generally more recent than the
CCRs actually available in 2004,

The cost inflation approach using an annual cost inflation factor of 5.69 percent and the Impact File
CCRsresulted in a FFY 2007 estimated fixed loss amount of $23,055. If the most recent CCRs from
the HCRIS database were used instead, the estimated FFY 2007 fixed loss amount was $22,645.

ESTIMATE OF THE FFY 2006 OUTLIER PAYMENTS

The 2007 IPPS Proposed Rule states that FFY 2006 outlier payments are now estimated at 4.71
percent of total DRG payments. Using the “charge inflation only” model and the Impact File cost to
charge ratios, the outlier payment level was estimated at 4.64 perccnt,/ essentially replicating the
CMS finding. Using the same model, the 2006 fixed loss amount that would result in a payment
level of 5.1 percent was estimated at $21,530.

The FFY 2006 fixed loss amount was estimated using all the other models described above. Still
using the “charge inflation-only” but substituting the most recent HCRIS CCRs for the Impact File
ratios, the fixed loss threshold was estimated at $21,160. It should be noted that the most recent
CCRs used in these model were selected by taking into account their applicability to FFY 2006. For
example, assuming a nine-month lag in updating CCRs, hospitals with fiscal periods ending in June
2006 had their first six months of FFY 2006 outlier payments based on the June 2004 FPE cost to
charge ratio, and the last six months based on the June 2005 FPE ratio. Even if the June 2005 FPE
ratio was available from the HCRIS database, the CCR used in this model was an average of the
2004 and 2005 ratios weighted by the number of months of usage in FFY 2006.

If both cost and charge inflation are taken into account, and assuming a nine-month lag in updating
CCRs, the FFY 2006 fixed loss threshold amount was estimated at $21,275.

Using the “cost inflation only” models the fixed loss amounts were estimated at $20,460 and
$20,095, based on Impact File and most recent HCRIS cost to charge ratios, respectively. Because of

5 This discussion assumes charges increasing at a faster pace than costs. In that case, because FFY 2007 “costs for
outlier payment determination” are obtained by applying CCRs from earlier periods to FFY 2007 charges, 2005
“costs” should be determined with similarly lagged CCRs.
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the problems with the “cost inflation only” model noted for the FFY 2007 estimétes, i.e. not taking
into account the lag in updating CCRes, it is quite likely these amounts are underestimated.

Both FFY 2006 and 2007 results and underlying assumptions are summarized in the tables on the
following pages. '

“

CALCULATION OF THE FFY 2005 FIXED LOSS AMOUNT -
THAT WOULD HAVE RESULTED IN OUTLIER PAYMENTS OF 5.1 PERCENT

The level of outlier payments actually made in 2005 can be determined from the 2005 MEDPAR
data. The operating outlier payment, if any, is explicitly shown for each Medicare discharge. The

‘regular DRG operating payment can be easily determined from data in the file. Specifically, the

operating payment net of indirect medical and disproportionate share adjustments is the DRG PRICE
less CAPITAL, DSH and IME payments. The amounts shown in capitals are all fields in the
MEDPAR records. The total outlier payments made in 2005 amounted to 3.05 1B®. This represents
3.8 percent of total Medicare IPPS payments net of indirect medical and disproportionate share
adjustments. The result is significantly different from the CMS estimate of 4.1 percent. The 3.8
percent level of outlier payment translates into a shortfall of $1.1B.

The outlier amounts that should have been paid could be calculated from the MEDPAR data if the
cost to charge ratios actually used were available. To my knowledge there is no public data source
for them. An alternative would be to estimate the CCRs from other data sources, e.g., HCRIS.
However, this would involve assumptions about the rates of cost and charge inflation. In order to
avoid dependence on such assumptions the CCRs were estimated from the MEDPAR file itself. The

comparison of any two outlier payments calculated using the same CCRs allows the determination of
the CCR: -

01=0.8 x (OPCCRxC; —D;-AFL) where O = outlier payment, C = charges, D = DRG
payment, AFL = adjusted fixed loss amount and
: : OPCCR = operating cost to charge ratio.
0,=0.8 x (OPCCRx C; —D; - AFL) Note that AFL is actually dependent of the cost to
' charge ratios, but since it cancels out of the final
equation, this fact can be ignored

Subtracting the second equation from the first and solving for OPCCR:
OPCCR = [(0,~0;)/0.8 + (D2—D]/(C2-Cy)

A similar calculation can be carried out for the capital cost to charge ratio. This method was used to
determine the CCRs by arraying all outlier payments made to a hospital during a given quarter in

6 The aggregated amouht of outlier payments for the 11,447,430 discharges in the 2005 MEDPAR sekcted as
described on Page 1.
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~ increasing order of the covered charges. The calculation shown above was performed by comparing
each outlier payment in the array to the outlier payment with the highest covered charges and, again,
to the outlier payment with the lowest charges. The median of the CCRs thus obtained was
considered to have been the CCR used to determine outlier payments for the quarter and hospitat
under consideration. If the actual CCR remained the same during the entire quarter, the method
above should in principle determine it exactly. If the CCR did change during the quarter, the
calculation yields an approximate “effective” CCR. (The date of discharge shown in the public
version of MEDPAR is limited to the quarter of discharge). The approach outlined above can be
applied only when a hospital had at least two outliers in a given quarter. For hospitals with less than
two outliers in a quarter, the CCR ratios were taken from the CMS Impact File for FFY.2005 (the
Final Rule version).

In order to validate the CCRs obtained as described above, they were used to calculate “simulated”
2005 outlier payments based on the fixed loss amount of $25,800 effective in FFY 2005. The total
amount of “simulated” payments was $3,036B compared with the actual amount of $3,051B. The
CCRs were then used to calculate the 2005 fixed loss amount that would have resulted in a 5.1
percent outlier payment level. The result was $19,790.

7 The comparison was limited to cases when outlier payments were actually made. Simulated payments for all cases
are slightly higher ($3,132B). This may reflect situations when outlier payments were denied for not being
submitted in accordance with Medicare laws and regulations.
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VAIDA HEALTH DATA CONSULTAN TS
3209 Curlew Street ~ Davis, California 95616-7517  (530) 758-0493
E-mail: vaida@dcn.davis.ca.us

June 6, 2006

ESTIMATE OF THE FFY 2005 FIXED LOSS AMOUNT PROJECTING BOTH
CHARGE AND COST INFLATION :
(FINAL 2005 IPPS RULE CHARGE INFLATION ESTIMATE)

My July 8, 2004 report issued in conjunction with the Proposed IPPS 2005 Rule describes an outlier
projection methodology that takes into account both cost and charge inflation, as well as the time lag
between retrospectively determined cost-to-charge ratios (CCRs) and current charges to which they
are applied. The annual charge inflation factor used under that methodology was 14.5083 percent as
estimated by CMS in the Proposed IPPS 2005 Rule. The annual cost inflation factor was 7.17
percent, the historical annual rate of increase between 2000 and 2002 as determined from Medicare
costreports. The 2005 fixed loss amount that would have resulted in 5.1 percent outlier payments
under these assumptions was estimated at $28,445.

In the Final IPPS 2005 Rule CMS reduced the annual charge inflation estimate from 14.5083 to
8.9772 percent resulting in a reduction of the 2005 fixed-loss amount from the proposed $35,085 to
the final value of $25,800. I now reproduced the 2005 fixed-loss amount calculation described
above with one change: the annual charge inflation factor was reduced from 14.5083 percent, as set
forth in the Proposed Rule, to 8.9772 percent, as set forth in the Final 2005 Rule. The resulting
estimate of the 2005 fixed-loss amount under the cost and charge inflation methodology is $24,200.

Please note this estimate was generated with the data available at the time of the Proposed IPPS 2005
Rule. : ;
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May 30, 2006

Center for Medicare and Medicaid Services
Department of Health and Human Services
Attention CMS-1488-P

P.O. Box 8011

Baltimore, MD 21244-1850

Dear Sirs:

On 